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nonorable  Theodore  R,  KcKeldin 
Governor  of  Maryland 
Annapolis,  Maryland 

Dear  Governor  McKeldin: 


I  am  pleased  to  transmit  herev.dth  a  study  of  the  Coimnission's 
staff  called  "Financing  Capital  Improvements  in  Maryland," 

The  study  includes  a  historical  survey  of  capital  improvements 
financing  in  the  State  as  well  as  an  examination  and  recoiffiiendations  of 
iTBthods  for  such  finajacing.  Such  an  examination  is  particularly  fruitful 
today  because  the  defense  program  of  the  Nation  may  verj?-  v;ell  lead  us  into 
a  fiscal  .situation  akin  to  that  prevailing  diiring  World  '^ar  II  and,  vrill 
certairJ-y  carry  us  to  even  higher  levels  of  infla.tion. 

With  these  possibilities  in  mind  v;e  felt  it  \i±se   to  re-examine 
our  methods  of  financing  capiteJ.  improvements.  Two  questions  are  asked. 
Is  the  propertj'-  ta:x;  the  most  suitable  source  of  funds  for  financing  the 
debt?  Is  the  creation  of  debt  the  best  method  of  financing  capital  improve- 
ments? 

^■Je  herein  recommend  that  the  property  tare  be  abandoned  as  a  source 
of  funds  for  financing  the  debt;  and,  as  a  long  range  goal,  that  the  capital 
improvement  program  be  placed  on  a  pay-as-you-go  basis.  VJe  feel  that  the 
propert;,'-  tax  should  be  abandoned  because  it  does  not  conforiB  to  modern- 
standards  of  a  good  State  tsozi   there  is  a  lack  of  correspondence  between 
the  receipt  of  the  benefit  and  the  payment  of  cost;  and  the  need  for  capital 
improvement  outlaj'-s  is  rising  more  rapidlj''  than  is  the  value  of  real  estate 
in  the  State, 

i.'e  have  recommended  the  placing  of  the  capital  improvement  program 
on  a  pay-as-you-go  basis  because  ve   believe  that  the  tenefits  gained  from 
borrovring  in  anticipation  of  revenue  to  malce  capital  iinprovenents  belong 
to  a  past  period  in  Maryland  historj'^j  and  because  the  monetary  gains  of 
such  a  program  are  unequivocaJ.lj''  clear  and  large. 


Sincerely  yours. 


James  C,  Alban 
Chairman 
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PREFACE 

This  study  is  concerned  primarily  with  an  appraisal  of  the  long 
established  policy  of  riarylaiid  to  finance  capital  improveinents  by  the  issue 
of  bonds  guaranteed  hy   the  full  faith  and  credit  of  the  State  and  serviced 
oy  the  levy  of  the  general  property  tax  bet'.reen  1912  and  1951.  In  tlie 
early  part  of  this  period  high". ray  construction  loans  -rere  financed  by  the 
general  property  ta:c,  but  after  1933  debt  service  for  such  loans  were 
authorized  as  charges  against  the  revenues  of  the  State  Roads  Coinmission, 

For  the  purposes  of  this  study  it  is  r.ecessar;'-  to  define  the 
neaning  of  "Capital  Inproveirents"  as  a  concept  both  in  theory  and  practice. 
The  expenditures  of  a  busir^ss  firrii  are  divided  in  theoiy  into  tx/o  account- 
ing categories?   (1)  Capital  outlays  or  those  items  of  ej:penditure  for 
assets  uhich  are  erqpected  to  last  over  several  fiscal  i:eriods|  and  (2) 
current  accoiont  trhich  includes  expenditures  for  goods  and  services  that 
are  used  up  during  the  year.  The  same  distinction  between  types  of  expendi- 
ture apply  to  public  finance  and  public  accounting. 

This  distinction  between  current  expense  and  capital  outlay  is 
recognized  and  foUoued  in  llarj^land,  Someti-aes,  ho^rever,  as  in  the  case 
of  private  enterprise,  the  source  of  funds  is  from  the  sale  of  bonds  and 
again  from  current  revenues.  If  the  State  funds  are  from  the  forner  source, 
the  itemiS  do  not  appear  in  the  operating  budget  of  the  State  as  loan  funds 
are  spent  under  the  direction  of  the  Board  of  Public  ''.■forks. 

There  is  no  official  definition  of  capital  improvements  or  outlays 
used  by  all  State  agencies  that  serves  as  a  grade  for  determining  whether 
the  item  shovild  be  classified  as  current  or  capital,  said  whether,  if  capital, 
the  funds  should  come  from  current  revenues  or  income  from  sale   of  bonds. 


Each  case  is  determined,  it  seems,  on  the  basis  of  its  oi.m  merit  at  the 
tiiTie  in  the  light  of  the  general  meaning  of  capital  outlay  ajid  its  account- 
ing significance.  Undoubtedly,  a  definition  of  capital  improveinents  does 
exist,  hov/ever,  in  the  accepted  practices  of  State  finance  and  accounting. 

Examination  of  practice  indicates  encounter  vdth  the  expected 
difficulty  of  distinguishing  betireen  mainten-ance ,  which  is  a  current 
expense,  and  capital  outlay.  Some  current  expenses  for  maintenance  have 
been  included  in  the  program  of  capital  improvements  as  recommended  by 
the  State  Planning  Commission.  The  accunalated  neglect  of  capital  improve- 
ments durii-^g  the  vrar  years   caused  the  State  Planning  Commission  to  recommend 
inclusion  of  deferred  maintenance  as  capital  improvement  in  the  immediate 
post  war  years.  This  practice  I'as  vie- red  by  the  State  Planning  Commission 
as  a  tem.poraiy  expedient  made  necessary  l^r  the  circumstances.  Further, 
it  was  a  period  in  ^fhich  unexpended  surpluses  of  current  revenue  were 
transferred  for  capital  account.  Such  inclusion  of  maintenance  was  not 
intended  to  afford  precedent  for  a  permanent  policy.  Rather,  the  State 
Planning  Commission  recominends  that  the  maintenance  needs  of  the  various 
State  agencies  be  financed  throiigh  the  operating  budget  and  current 
revenues. 

The  same  difficulty  of  distinction  between  mai.ntenance  and 
capital,  outlay  e^cists  without  doubt  in  the  classification  of  such  items 
of  e;cpenditure  incluxled  in  the  current  operating  budget. 

While  no  specific  definition  to  delinea.te  maintenance  from 
capital  outlay  lias  been  formulated  by  the  .State  Planning  Commission,  the 
statements  in  their  reports  indicate  the.t  capital  outlays  :c£>.y   be  said  to 
include  one  or  more  of  the  following  elements?  (l)  The  value  of  a  structure 


has  teen  appreciably  enliancedi    (2)  A  change   in  the  kind  of  eq-oipment  or 
structure  may  have  taken  place,    (3)   The  expenditure  is  unio^ue  in  that  it 
is  not  lil:ely  to  recur  v;ithin  five  years;   and  (4-)  the  useful  life  of  the 
improveaent  is  equal  to  or  greater  than  the  life  of  the  bonds  by  vrhich 
it  is  financed. 

With  regard  to  the  source  of  funds  for  meeting  costs  of  capital 
outlays,  practice  indicates  they  have  been  obtained  from  both  current  and 
loan  funds.  In  the  former  case,  they  have  been  included  in  the  operating 
budget  of  the  State  as  though  they  T^rere  current  expenses  imder  the  head- 
ings of  Equipment,  Land,  and  Structures.  In  the  latter  case,  the  funds 
are  e:cpended  under  the  jurisdiction  of  the  Board  of  Public  '  orks  assisted 
since  1947  by  the  Department  of  Public  Improvements, 

When  capital  outlays  are  included  in  the  operating  budget,  they 
may  more  easily  escape  the  scrutiny  of  the  State  Planning  Commission  in 
overall  planning  of  the  long-range  capital  improvement  program.     This 
Commission  is  vested  xdth  the  responsibility  "to  prepare  and  to  keep  up 
a  long-term  developraent  program  of  the  major  State  iinproveriient  projects. 
The  various  State  departments,  institutions,  officials  and  agencies... 
prepare  and  submit  to  (the  Planning  Corcmiss ion) ... .their  proposals  for 
major  projects.     It  shall  be  the  duty  of  such  Planning  Commission  to 
coordinate  such  plans  and  proposals  with  each  other  and  irith  the  general 
plans  of  such  Commission,  and  to  submit  to  the  Governor  and  the  General 
Assembly  a  report  at  least  once  everj"-  tiio  years  shoxring  the  Conmiission's 
recorcmendations  and  program  for  improvement  projects." 

Construction  that  is  financed  by  current  budget  appropriation 
is  now  declining  in  importance.     In  1948,  94^'  of  the  funds  in  the  current 
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budget  appropriations  and  expenditures  for  capital  outlays  ^rere  for  struo- 
tuj.-'es.     The  sum  for  structuTes  dii^iinished  to  21^^  in  the  1952  appropriations, 
Fujrther,   in  194-8,  16''^  of  these  e:rpendltures  were  for  more  than  "^50,000  and 
37/j  were  for  less  tlian  ''■)1,000,     In  1952  appropriations  there  vere  no  sums 
for  construction  for  more  than  ;'|.50,000,  and  70^  of  the  appropriations  were 
for  less  than  'a, 000. 

The  pr3.Gtice  of  diminishing  capital  outlays  in  the  c-urrent 
operating  budget  has  assured  more  effective  review  of  proposed  capital 
outlajj-s  by  the  State  planning  Commission  in  the  prepai'ation  of  the  Capital 
ImproveiT.ent  Program  and  has  brcaght  improvement  in  the  over-all  public 
works  construction  program  of  the  State.     Further,  long  term  securities 
(15  year  tern)  have  recently  become  practically  the  sole   source  of  funds 
for  capital  outlay  other  than  by  the  State  Roads  Comrnission. 

It  needs  to  he  noted  tliat  the  capital  outlay  data  upon  which 
this  study  is  based  does  not  conform  to  the  practiced  concepts  of  capital 
improvement  expendit-ores  described  above.     Statistics  ba,sed  on  this  more 
Inclusive  definition  are  not  available.     The  available  figures  are  those 
of  the  Vf.S.  Bureau  of  the  Census,  and  these  are  used.     They  were  compiled 
hj  use  of  a  more  restrictive  definition  of  capital  outlay.     It  is  believed, 
hovrever,  that  there  is  not  a  serious  differentiation  between  the  fiscal 
reality  and  this  statistical  picture  of  it.     The  data  is  deemed  valid  for 
the  particular  scope  of  this  study  which  aims  to  review  tl:ie  present  methods 
of  financing  capital  Improvements  in  Maryland  hj  use  of  loan  funds.     Further, 
it  survey's  the  merits  of  other  means  than  the  revenue  from  the  State  general 
property  tax  to  ser^fice  "5tate  debt,  and  appraises  public  irorks  as  a  counter- 
cyclical meas^'are  a.nd  paj^-as-you-go  versus  borroiring. 


I.     HISTORICAL  IFTRODXTIOr 

The  established  policy  of  the  State  of  llaryland  is  to  meet  the 
entire  cost  of  major  capital  construction  from  ftmds  raised  by  the  issue 
and  sale  of  bonds.  The  main  objective  of  financing  capital  improvements 
by  borrovring  is  to  spread  tlie  financial  burden  on  the  taxpayer  over  a 
number  of  years  aiid  not  to  concentrate  the  tacc  burden  on  them  in  the  years 
that  the  funds  are  spent.  This  policy  has  been  followed  consistently  by 
the  State  exceiDt  for  a  brief  period  in  the  194-0' s. 

During  the  uar  years,  and  the  period  immediately  thereafter, 
fei/er  capital  improveinents  were  undertaken.       Further,  a  capital  surplus, 
caused  by  rapidl3r  increasing  -fields  of  the  ta;:  system,  built  up  in  the 
State  Treasury.     The  General   \ssenbl;r  in  1%9  allocated  sirrplus  furxls  for 
construction  and  im-proveirents  of  the  State's  mental  and  tubei-culosis 
hospitals.     At  the  same  time   and  again  in  1950  and  1951,  the  General 
Assembly  authorized  the  issue  of  large  amounts  of  bonds  for  capital  iinprove- 
ments  in  accordance  with  the  policy  of  borroiring  to  finance  such  projects. 

The  total  amount  of  bonds  outstanding  has  fluctuated  considerably 
since  192/,.,     This  is  shox-m  on  Chart  1  on  page  6.     From,  an  amount  totaling 
a  little  over  ';3A,000,000  in  1924,    it  fell  to  slightly  m.ore  than  '^28, 000, 000 
in  192S.     During  the  depression  of  the  thirties,  the  debt  increased  to  a 
figure  over  ■;;4.8,000,000  by  1938.     Starting  with  1939,  the  improved  financial 
condition  of  the  State  and  the  cut-back  in  capital  construction  during  the 
war,  combined  to  bring  about  a  steady  reduction  in  the  araomit  of  bonds 
outstanding.     By  194-7,  the  State's  debt  was  only  ';;16,895,000.     The  debt 
began  to  rise  again  in  194-8  and  reached    '■32,84.6,000  in  1950,     As  of  June  30, 
1951  the  debt  of  the  State  reached  a  record  height  of  -t 72, 898, 000, 


The  main  objective  of  using  bonds  for  financing  capitaJ.  improve- 
iiients  is  to  spread  the  costs  over  a  number  of  years.  An  analysis  of  this 
spread  is  indicated  in  Chart  2  on  page  8  that  shoi/s  the  total  capital  out- 
lay in  the  State  of  I'iaryland  for  the  years  1922-1950, 

In  examining  this  chart,  two  limitations  shoi.ild  be  kept  in  mind. 
The  Bureau  of  the  Census  figures,  irhich  forra  the  basis  for  the  chart,  were 
not  available  for  the  four  years  1933  through  1936.  Furthermore,  the 
capital  outlays  by  the  Census  Include  those  made  with  funds  obtained  by 
the  sal3  of  revenu.e  bonds  for  highirays  and  from  the  gasoline  tax.  Total 
outlays  for  highways  is  given  in  Table  7,  page  57.  For  the  years  1933 
through  1936  the  figures  used  uere  compiled  by  the  Maryland  State  Planning 
ComiTiission  for  a  study  of  public  works  expenditu.res  of  I'aiyland.  As  is 
explained  in  the  Appendix,  the  Planning  Commission's  figm'-es  are  not 
strictlj'-  comparable  to  the  CensLis  figures  since  they  include  maintenance 
as  well  as  construction  expenditures.  The  second  limitation  is  that  in 
the  case  of  both  sets  of  figures  -  those  of  the  Bureau  of  the  Census  and 
those  of  the  State  Planning  Commission  -  neither  conform  to  the  practiced 
concepts  of  capital  outlay  which  is  set  forth  in  the  preface  of  the  report. 
However,  in  spite  of  both  of  these  shortcomings  the  chart  gives  a  fairly 
good  index  of  the  trend  in  capital  outlay  for  the  State  of  llaryland  in  the 
period  covered.  Table  7  of  the  Appendix,  page  5?  should  be  consulted  for 
the  figTires  on  which  the  chart  was  based  and  for  an  explanation  of  the 
different  sources  of  the  figiores. 

The  Chart  shows  that  in  the  decade  from  1922  to  1932,  there  was 
a  clearly  marked  tendency  for  capital  outlay'-  to  rise.  The  rise  ■'■ras  not 
continuous,  however,  in  the  sense  that  each  year  had  a  lorger  capital 
outlay  than  the  preceding  one.  In  the  jrears  from  1933  through  1936,  there 
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occurred  a  sharp  reduction  in  caioital  outlay,  for  in  1932  a  capital  out- 
lay of  over  11  million  dollars  occurred  while  in  1937  the  figure  is  less 
than  seven  and  a  quarter  million.  There  ^.-ras  a  drop  of  over  four  million 
dollars  in  annual  construction  and  maintenance  expenditures  from  1933 
to  1936,  which  indicates  that  not  only  was  rBw  construction  curtailed, 
but  repairs  and  maintenance  were  also  cut  in  some  instances.  From  1937 
to  194.0  there  was  another  steady  rise  in  capital  outlay,  the  last  year 
even  e^ccesding  the  ma^^imum  prior  to  1932, 

The  effect  of  the  war  and  its  aftermath  is  clearly  marked.  First 
there  was  the  war  retrenchment  of  construction,  which  in  1943  led  to  the 
reduction  of  capital  outlajr  to  less  than  txro   and  a  half  million  dollars. 
Then  in  the  years  imrfid lately  aflier  the  irar,  capital  outlays  were  held 
to  a  minimum  because  ms.terials  ''ere  scarce  and  prices  high.  Capital 
outlays  rose  drastically  begimiing  idth  194-7.  The  greatest  sum  occurred 
in  1950,  These  large  outlays  of  the  past  few  years  reflect  not  only  the 
accumulated  needs  resulting  from  the  war  retrenchment,  but  also  increased 
constri.iction  costs, 

A  comparison  of  Charts  1  and  2  shows  that  changes  in  the  amount 
of  bonds  outstanding  and  capital  o^itlay  are  not  directly  related.   In  the 
years  192^  through  1928,  T,rhile  the  amount  spent  on  capital  outlay  vras 
constantlj'-  increasing,  the  amount  of  bonds  outstanding  was  decreasing. 
In  other  I'ords  repayment  of  old  debts  exceeded  ne'.'  borrowings.  Again  in 
the  period  from  1933  to  1937,  although  capital  outlay  was  decreasing,  the 
debt  was  rising  at  a  rapid  rate,  because  the  borrowing  done  in  that  period 
vras  not  orJ.y  for  purposes  of  capital  consti'u.ction  but  also  for  relief  and 
various  current  expenditiores. 
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With  this  picture  of  State       irdebtedness  and  the  amoimts  that 
it  has  expended  yearly  for  capital  improveirents  in  mindj   it  is  necessary 
to  examine  the  manner  in  iv'hich  Haiyland  has  paid  for  the  servicing  of  the 
debt. 

Every  authorization  of  a  bond  issue  by  the  General  Assembly  is 
accompanied  by  a  provision  for  repayment  of  the  bonds.     This  is  in  accordance 
with  the  requirement  of  the  State  Constitution  which  states  that,  "Fo  debt 
shall  be  hereafter  contracted  by  the  Gerjeral  Assembly  unJLess  such  debt 
shall  be  authorized  by  the  lavr  providing  for  the  collection  of  an  annual 
teoc  or  taj-ces  sufficient  to  pay  the   interest  on  such  debt  as  it  falls  due, 
and  also  to  discharge  the  principal  thereof  within  fifteen  years  from  the 
time  of  contracting  the  same  5   and  the  taxes  laid  for  this  purpose  shall 
not  be  repealed  or  applied  to  any  other  object  tmtil  the  said  debt  and 
interest  thereon  shall  be  ful-ly  discharged,"  1/ 

The  State  of  Maryland  has  provided  between  1912-1933  for  the 
repayment  of  bonds  for  capital  improvenEnts  almost  exclusively  through 
property  taxes.     Before  1933  highiray  construction  was  no  exception  as  the 
authority  to  the  State  Roads  Commission  to  issue  revenue  bonds,  which  are 
not  deemed  to  constitute  a  debt  of  the  State, was  not  g-ranted  until  1937,  2/ 
The  total  bond  authorizations  financed  by  property  taxes  from  1912  to  1933 
amoimted  to  '■■;89, 144,300  of  which  ;)4.0, 4.67 ,000  irere   issued  for  highway  con- 
struction.    Beginning  with  1933,  highway  structures  and  roads  have  been 
financed  exclusi\''ely  from  revenues  of  the  State  Roads  Commission  allotted 

1/    Article  III,   Section  34. 

2/     Annotated  Code  1939,  Article  S9B,  Section  124  and  125. 
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by  laT?  to  repay  principal  and  cover  interest  on  loans  for  highway  purposes. 
The  total  bond  authorizations  financed  by  the  Ste.te  general  property  tax 
amoiHited  to  '''257,o03,700  between  1912  and  1951.     T'lere  was  one  minor 
exception  to  financing  improvements  other  than  roads  by  general  property 
taxes.     The  ^'I'.S, 500,000  issue  of  1935  which  amounts  to  3.3  per  cent  of  the 
total  authorizations,  was  serviced  by  use  of  the  Inheritance  tax.     Data 
on  bond  authorizations  is  given  in  detail  in  Table  B,   page  6o,  of  the 
Appendi::. 

The  Ibyj  of  the  gerBra_l  propert^r  tax  for  the  pajnrent  of  the  State 
debt  fluctuated  much  less  than  did  the  ainoimts  expended  on  capital  con- 
struction,  as  can  be   seen  by  comparing  Chart  2  on  page  8  T/ith  Chart  3  on 
page  12.     Chart  3  shoirs  the  levies  on  properties  from  192/|.  through  1950. 
The  figiu-es  on  which  this  chart  is  based  are  shovm  in  Table  9    of  the 
Appendi;c,  page    63.   1/ 

An  examination  of  Chart  3  shows,  however,  that  variations  in  the 
annual  2.evies  of  the  property  ta:5C  have  been  far  from  eliminated.     In  con- 
trast i.dth  a  levy  on  property  of  slightly  above  five  and  a  quarter  million 
dollars  in  192/^?   a  le-vy  of  almost  eight  million  dollars  xras  placed  on  the 
taxpayers  in  1927, 

This  rise  in  returns  from  1924  to  1927  occurred  in  spite  of  the 
fact  that  the  rate  on  real  estate  was  lowered  from  30-2/13  cents  per  filOO 
in  1924  to  27-11/2S  cents  per  ''ilOO  in  1927  (see  Chart  4-  on  page  13).     A 
larger  amount  was  collected  from  this  source  of  revenue  in  the  period 
I93O-32  tlian  in  any  of  the  prosperous  ye-ars  of  the  tirenties  except  1927<» 


1/  It  should  be  noted  that  the  levy  on  property  included  in  addition  to 
taxes  on  real  estate,  levies  on  securities  diu*ing  the  period  192/^-1939, 
and  also  taxes  on  personal  property. 
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This  yield  was  also  higher  than  the   sums  collected  in  any  subsequent  year, 
despite  the  fact  that  1930-32  vere   critical  depression  irecxs.     The  years 
folloi.dng  1S39  which  might  have  been  e:rpected  to  yield  sharp  increases  in 
this  revenue,   failed  to  produce   it.     The  rate  of  ta:;:ation  t/as  cut  sharply, 
because  at  this  tlrce   the  amount  of  bonds  outstaixTing  was  decreasing.      Begin- 
ning in  1933,  retujrns  from  property  taxes  again  began  to  rise.     This  trend 
has  continued, 

IJhlle  the  taic  rate  on  seci.irltles  remained  consta.nt  In  the  period 
1924-1939,  vrhen  the  ta:c  was  repealed,   the  tar:  rate  on  real  estate  showed 
a  steady  decrease.     This  is   shoi-m  in  the  Chart  on  page  13.     The  greatest 
drop  occurred  In  19U2  vhen  the  rate  dropped  from  ,23-23/100  to  ,14-  per  ^100, 
The  trend  was  reversed  in  194-0  when  the  rate  iras  Increased.     Slight  rate 
increases  "ere   imposed  also  in  1949  and  1950.     Figures  on  which  this  chart 
was  based  are   contained  in  Table  .9  of  the  Appendix,   page   63. 

Since  the   property  ta::  is  practicallj'^  the  main  source  of  funds 
for  the   servicing  of  the  debt,  to  irhich  the  fuJ.1  faith  and  credit  of  the 
State   is  pledged,  the   sums  vrhich  can  be  borro^'ed  are  liiiiited  not  by  size 
of  the  debt  but  the  value  of  the  base  of  the  property  tajc,   i.e.   the 
assessed  value  of  properties.     Chart  5  on  page  1^  shows  the  total  assessed 
value   of  the  base  of  the  State  ley;,'-  for  the  period  1924-  through  1950.     An 
examination  of  this  chart  shows  that  the  value   of  the  base  rose  from  about 
■)1.9  billion  in  1924  to  almost  y+  billion  in  1950.       The  figures  upon  which 
this  chart  is  based  are  contained  in  Table  10  of  the    ''ppendiXj   page  6h, 
These  figures  by  themselves   underestimate    the  magnitude  of  the  change  t%rhich 
has  taken  place  in  the  value  of  real  property  in.  the  State   of  Maryland  be- 
cause the  1924  flg-jxe  gives  the  valu.e  not  of  real  estate  alone  but  includes 
securities  also.     In  1950,   securities  were  no  longer  a  paxt  of  the  base  as 
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the  tax  on  then  had  been  repealed  almost  10  years  earlier.  The  assessed 
value  of  securities  for  ptirposes  of  the  State  le^/y  was  about  .^3 00, 000, 000 
in  I92I1. 

The  rise  in  values  took  place  in  spurts.  First,  from  192h   to  1927 
there  vras  a  spectacular  rise  in  the  value  of  the  base  by  over  ^1  billion. 
The  full  amount  of  this  increase  in  value  was  not  sustained,  however,  and  in 
1928,  the  value  fell  by  over  oUOO  million.  Practically  the  full  amount  of 
this  decrease  v;as  restored  during  the  period  from  192 9-1931 •  The  values 
dropped  again,  however,  in  the  four  years  following  1931.  A  third  increase, 
though  of  minor  importance,  occiorred  in  1936-1939.  Again  it  was  follovred  by 
a  decrease  in  values  in  I94O.  Since  19U0,  there  has  been  an  almost  steady 
increase  in  the  value  of  property  with  the  greatest  increase  occurring  in 
19J-'-9  and  19?0.  The  major  portion  of  this  increase  can  be  attributed 
undoubtedly  to  the  rise  in  construction  costs  and  to  reassessments  folloTO.ng 
the  rise  in  the  price  level.  The  first  great  spurt,  from  I92I4  to  1927 ^  may 
very  well  reflect  a  compensation  for  the  lag  between  the  higher  real  estate 
market  values,  incident  to  the  rise  and  stabilization  of  general  prices  con- 
siderably above  the  pre-Viforld  War  I  level,  and  the  assessed  base.  The 
chart  on  the  whole  indicates  that  the  fluctuations  in  the  assessed  value  of 
real  estate  do  not  follow  closely  the  changes  in  the  business  cycle. 
SUL'iLIARY 

The  State  of  Maryland  has  financed  its  capital  construction 
programs  mainly  through  the  sale  of  bonds,  Except  for  the  war  period,  the 
State's  bonded  indebtedness  has  steadily  risen  since  192h,  the  greatest 
increases  have  occurred  in  the  fiscal  years  1950  and  1951 • 

VJith  the  exception  of  highway  construction,  the  repayment  of  bond 
issues  have  been  financed  almost  exLusively  by  the  property  tax.  The  value 
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of  the  base  of  this  tax  has  greatly  increased  in  the  last  seventeen  years. 

This  increase  has  not  been  steady,  however,  and  the  fluctuations 
have  not  consistently  follovred  changes  in  the  business  cycle.  For  exa:nple, 
the  assessed  value  remained  relatively  constant  in  the  period  1926-1933  in 
spite  of  the  depression  during  that  period. 

The  property  tax  rate  has  declined  sharply  in  the  past  20  years. 
The  greatest  decrease  occurred  in  19U2.  The  tax  rate  has  decreased  in  face 
of  increased  expenditures  for  capital  improvements  and  a  rise  in  the  State's 
bonded  indebtedness.  The  increase  in  the  assessed  value  of  property  explains 
the  decrease  in  the  property  tax  rate. 
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II.   PUBLIC  WORKS  AS  A  COUNTERCYCLICAL  MEASURE 

The  past  tvi'o  decades  have  seen  a  tremendous  increase  in  govern- 
mental activities.  Both  the  amount  and  character  of  public  expenditures  have 
made  government  the  largest  single  influence  on  the  general  level  of  economic 
activity.  As  a  result,  it  is  now  an  accepted  principle  in  public  finance, 
that  governmental  expenditures  should  be  adjusted  as  much  as  possible  to 
stabilize  the  total  economy  and  counteract  threatening  fluctuations.  This 
means  that  government  should  decrease  its  expenditures  to  the  minimum  of 
absolute  necessities  during  a  prosperous  period  and  increase  them  during 
a  recession. 

As  compared  to  the  Federal  Government,  state  and  local  governments 
can  play  only  a  relatively  minor  role  in  affecting  the  general  level  of  econ- 
omic activity,  both  because  of  the  relatively  small  size  of  their  budgets  and 
the  fixed  character  of  most  of  the  services  which  they  supply.  However,  there 
are  certain  kinds  of  activities  which  are  flexible  and  which  could  be  varied 
in  such  a  way  as  to  assist  in  counteracting  cyclical  fluctuations.  Moreover, 
TTjherever  possible,  their  fiscal  policies  should  be  related  to  Federal  govern- 
ment stabilization  policies,  so  that  they  do  not  nullify  national  counter- 
cyclical activities.  As  a  matter  of  past  practice,  states  and  local  govern- 
ments have  conducted  operations  7'hich  tended  to  aggravate  the  cycle.  Promi- 
nent authorities  on  the  subject  have  stated:   "In  the  past,  states  and 
localities  have  typically  made  large  capital  outlays  in  prosperous  periods 
and  have  deferred  capital  im.provements  and  even  maintenance  when  business 
conditions  were  deprsssed.  They  have  borrowed  heavily  when  private  markets 
Tfieve   expanding  and  have  curtailed  their  borrowing  just  at  the  time  when  new 
issues  were  needed  to  stimulate  the  economy.  States  and  localities  have  in 
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fact  followed  the  swings  of  the  cycle  and  have  thereby  intensified  the 
violence  of  economic  fluctuations,  l/ 

The  importance  of  the  fiscal  policies  of  governmental  units  is 
demonstrated  by  the  fact  that  under  certain  circumstances,  additional  govern- 
ment e:-q)enditure  can  increase  aggregate  income  more  than  the  amount  of  that 
expenditure.  This  occurs  when  there  are  unemployed  resources,  and  it  is 
physically  possible  to  expand  the  production  of  goods  and  services.  Any 
expenditure  of  the  governm.ent  Tsdll  first  increase  the  income  of  the  immediate 
recipient.  However,  if  this  recipient  does  not  save  this  increased  money 
income  but  spends  it,  this  7'ill  cause  total  income  to  increase  by  the  amount 
spent.  This  process  T7ill  be  repeated  if  the  second  recipient  also  spends 
income  received  or  a  portion  of  it.   In  this  manner,  governmental  expendi- 
tures "'ill  increase  income  over  and  above  the  sum  of  income  received  by  the 
initial  recipients. 

There  are  certain  types  of  expenditures  made  by  the  government 
T/hich  cannot  be  made  to  vary  with  the  cycle.  The  services  of  the  courts 
cannot  be  curt-ailed  during  a  boom  and  expanded  during  a  recession,  nor  can 
the  number  of  policemen  be  changed  significantly,  "^ven  in  the  case  of  public 
-works,  local  communities  cannot  defer  for  long  periods  of  time  urgently 
needed  items  such  as  water-supply  systems,  sewage-disposal  plants,  streets, 
schools,  hospitals  and  similar  essential  public  improvements. 

In  a  few  areas,  however,  there  are  projects  which  are  relatively 
variable  in  their  demands  for  annual  expenditure.  There  are  expenditures  for 
welfare  which  by  their  very  nature  expand  during  a  depression  when  unemploy- 
ment has  increased  and  business  is  slack.   If  the  class  of  people  who  are 


l7~  Alvin  H.  Hansen  and  Harvey  S.  Perloff,  State  &  Local  Finance  in  the 
National  Economy,  19^i.  Page  199. 
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eligible  for  assistance  or  compensation  is  adequately  defined  in  the  public 
■welfare  regulations,  the  flow  of  funds  to  the  public  will  automatically 
increase  during  a  recession  and  decrease  during  a  period  of  prosperity. 

On  the  other  hand,  certain  kinds  of  capital  improvements,  which  do 
not  provide  urgently  needed  services,  can  be  postponed.  Such  items  as  new 
public  office  buildings,  express  highways,  belt  lines  and  bjrpasses,  bridges, 
airports,  river  and  harbor  improvements  are  desirable  but  usually  are  not  so 
urgent  that  they  cannot  be  postponed  for  a  while.  A  number  of  such  programs 
could  always  be  kept  available  in  the  blue-print  stage  ready  for  activation 
when  business  activity  slumps.  This  would,  of  course,  require  considerable 
long-range  planning  of  such  improvem.ents  but  the  State  stands  to  gain  from 
such  an  activity. 

As  an  incidental  point  in  this  discussion,  it  might  also  be  pointed 
out  that  the  State  would  benefit  from  following  the  policy  outlined  above 
since  not  only  would  it  contribute  to  the  economic  prosperity  of  its  citizens 
but  it  would  also  be  concentrating  its  construction  activities  during  periods 
when  building  costs  would  be  comparatively  low,  and  hence  it  would  receive  a 
greater  benefit  per  dollar  expended. 
SmMAEI 

State  and  local  governments  have  a  responsibility  for  promoting 
economic  stability.  VJhile  in  comparison  with  the  Federal  Government,  their 
role  is  relatively  minor,  nevertheless  there  are  some  types  of  expenditures 
which  can  be  varied  to  assist  in  counteracting  fluctuations  in  the  business 
cycle. 

Certain  kinds  of  capital  improvements  fall  into  this  category. 
Accordingly,  a  capital  improvement  program  should  be  appraised  not  only  in 
terms  of  its  desirability  for  the  citizens  of  the  State,  but  also  on  the 
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effects  it  rill  have  on  the  State's  total  economy.  Within  this  framework, 
the  State  should  attempt  T'henever  possible  to  postpone  improvements  not 
absolutely  necessary  during  a  boom  period  and  expand  these  activities  during 
periods  of  depressed  business  conditions. 
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III.   PROPERTY  TAX  AS  SOURCE  OF  FUroS  FOR  CAPITAL  BlPROini/IENTS 

The  two  principal  norms  in  a  modern  democratic  society  regarding 
taxation  are:  1.  the  tax  burden  should  be  borne  by  those  ■5»ho  are  most  able 
to  bear  it;  and  2.  a  government  expenditure  should  be  paid  for  by  those 
deriving  the  benefit  of  the  service.  The  former  alternative,  the  ability- 
to-pay  principle,  is  applied  to  all  cases  where  the  beneficiary  is  unable  to 
afford  the  service,  or  fhere  it  is  deemed  essential  for  the  v^elfare  of  the 
comraunity  that  the  services  in  question  be  enjoyed  by  everyone.  The  second 
of  the  alternatives,  the  benefit  principle,  was  at  one  time  much  more  popular 
than  it  is  at  present.  Its  application  is  now  confined  largely  to  those 
services  of  the  government  which  are  similar  to  the  services  of  private 
enterprise,  such  as  the  services  of  municipally-oi^'ned  public  utilities  or 
municipally-oii'ned  transportation.  However,  most  services  cannot  be  sold 
directly  to  the  members  of  the  community,  and  the  revenue  »hich  pays  for 
these  services  is  obtained  by  general  taxation  rather  than  from  service  fees. 
It  Ts  generally  agreed  that  the  cost  in  these  cases  should  be  borne  by  those 
T;ho  can  do  so  most  easily,  that  is  to  say,  the  i^ealthiest  members  of  the 
coamunity . 

Taxes  may  be:  1.  proportional  or  2.  graduated.  The  former  is  a 
ta::  in  which  the  amount  of  the  levy  bears  a  fixed  proportion  to  the  base  on 
t?hich  it  is  levied.  An  example  of  the  proportional  tax  in  Maryland  is  the 
State  income  tax  which  is  levied  at  the  rate  of  5%   on  investment  income  and 
2%   on  ordinary  income.  Thus,  both  a  high  and  a  low  income  family  are  taxed 
at  the  same  rate,  but  the  higher  income  family  would  pay  more  taxes  since  its 
income  base  is  higher. 

The  graduated  tax  is  one  •where  the  proportion  of  the  levy  to  the 
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base  depends  on  the  size  of  the  base.  The  graduated  tax  mav  be  either 
1.  progressive,  or  2.  regressive.  A  progressive  tax  is  one  where  the  propor- 
tion of  the  levy  to  the  base  rises  mth  the  size  of  the  base.  An  example  of 
a  progressive  tax  is  the  Federal  income  tax.  The  follomng  table  sho¥s  the 
percentage  of  income  paid  for  taxes  at  different  levels  of  income,  both  for 
a  married  couple  with  no  dependents  and  a  couple  -^^ith  two  dependents: 


TABLj;  1 

FEDERAL  INCCiJS  TAX  RATES 
1951 


Income 
Met,  before  Exemptions 


1,500 

2,000 

3,000 

5,000 

8,000 

10,000 

15,000 

20,000 

25,000 

50,000 

100,000 

500,000 

1,000,000 


Tax  Rate 
No  Dependents  Tttto  Dependents 


A.  Of. 

8.0 
12.0 
15.2 
17.7 
18.9 
21.7 

26.9 
39.2 
52.8 
80.7 
85.9 


AM 
10. A 
U.^ 
15.9 
19.3 
22.3 
25.1 
37.8 
51.9 
80.5 
85.7 


A  regressive  tax  is  one  where  the  proportion  of  the  levy  to  the 
base  falls  as  the  size  of  the  base  increases,  ^ile  the  Maryland  State  sales 
tax  is  proportional  to  the  value  of  the  purchase  made,  actually  it  is  regres- 
sive. This  stems  from  the  fact  that  loT?est-income  groups  spend  a  greater 
proportion  of  their  incomes  for  consumer  items  upon  ^s-hich  the  tax  is  levied 
than  do  the  T7ealthy.  Accordingly,  the  tax  takes  a  larger  proportion  of  money 
from  the  incomes  of  the  lowest-income  citizens. 

From  a  comparison  of  the  three  types  of  taxes,  it  is  obvious  why 
most  tax  authorities  consider  the  progressive  income  tax  ideal  as  a  method  of 
taxing  those  most  able  to  pay. 
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At  one  time  the  real  estate  tax  was  very  highly  thought  of  as  an 
equitable  distributor  of  the  tax  burden.  This  position  might  have  been  de- 
fensible at  a  tlTie  T^hen  real  estate  represented  a  large  proportion  of  the 
■wealth  of  the  community.  However,  at  present,  -Riith  real  estate  representing 
a  smaller  proportion  of  the  wealth,  reliance  on  the  real-propertj?-  tax  leaves 
many  people  of  means  free  from  a  large  part  of  the  tax  burden  borne  by  real- 
property  ovaaers. 

A  tax  on  real  estate  or  m.ore  correctly  that  part  of  the  tax  ■^rhich 
is  on  the  improvements,  is  to  a  large  extent  a  tax  on  the  consumption  of 
shelter.  This  can  be  sho¥v'n  by  the  following  argument.  Buildings  represent 
an  expenditure  of  capital  and  labor  and  require  an  outlay  for  maintenance  and 
repairs.  To  induce  investors  to  build  houses  it  is  necessary  that  the  return 
on  the  capital  invested  in  houses  yield  as  much  as  it  ■would  in  an  investment 
of  equivalent  risk.   If  the  c^ners  are  forced  to  pay  the  tax,  their  profits 
are  reduced.  IMien  this  happens,  construction  and  repair  of  buildings  are 
curtailed  until,  o^'dng  to  the  fall  in  supply  of  dwellings,  rentals  rise. 
Thus,  part  of  the  real -property  tax  is  shifted  to  the  tenant.  Accordingly, 
an  eminent  authority  on  public  finance  has  concluded:  "Vfliile  a  real  estate 
tax  falls  on  the  owner  in  case  of  a  stationary  or  a  declining  population,  a 
considerable  portion  of  the  tax  is  shifted  to  the  tenant,  in  normally  prosper- 
ous towns  or  city  districts,  under  the  present  administration  of  our  property 
tax..,"  1/ 

The  part  of  the  real  estate  tax  irahich  falls  on  housing  is  regres- 
sive, even  if  it  is  proportional  to  rent,  because  a  larger  proportion  of  the 
lower  incomes  is  spent  on  shelter  than  is  of  higher  incomes.  In  addition, 

1/  E.  ?L.  A.  Seligman,  The  Shifting  and  Incidence  of  Taxation,  (1926), 
page  296 
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it  has  been  pointed  out  that  the  tax  is  often  regressive  also,  because 
"assessors  usually  assess  property  of  low  value  at  a  higher  ratio  (of  assessec 
to  true  value)  than  they  do  property  of  high  value.  The  most  innocent  of  the 
reasons  is  that  high  valued  property  is  less  familiar  to  the  assessor  and 
that,  '^'hen  he  must  indulge  in  guessing  he  does  so  conservatively."  l/ 

According  to  a  report  of  the  Maryland  Tax  Survey  Commission  of  1949, 
"substaiitial  progress  has  been  made  during  the  past  fifty  years  to  improve 

assessment  practices  in  Maryland;  and  Maryland  compares  favorably 

with  other  states  in  this  respect."  2/   Evidence,  however,  that  the  above- 
described  practice  does  exist  in  some  localities,  is  shown  in  a  recent  study 
of  rural  tax  problems  in  Montgomery  County  conducted  by  the  University  of 
Marylaiid.  A  comparison  was  made  in  that  study  of  the  ratio  of  assessed  value 
to  sales  prices  for  farm  real  estate  in  five  different  price  ranges  in  a 
number  of  counties.  Sales  prices  ranged  from  $2,500-4,999  to  $30,000  and 
over.  The  figures  showed  that  in  Carroll,  Frederick  and  Montgomery/  counties 
the  higher  the  sales  price  of  the  property  generally,  the  lo'^er  was  the  ratio 
of  assessment  to  market  value,  "^f 

The  assessment  of  business  property  presents  the  problem  of  arriving 
at  a  valuation  for  the  plant,  tools  and  machinery,  and  inventories,  and  trans- 
portation equipment  unless  these  items  are  specifically  exempt  from  state  and 
local  taxation.  Physical  assessment  requires  tine  and  expense  not  within  the 
limitations  of  the  taxing  authority  in  many  cases.  Secondary  means  must 
therefore  be  resorted  to.  The  usual  procedure  of  assessment  in  Maryland  for 


1/  Harold  M.  Groves,  ''Incoma  Versus  Property  Taxation  for  State  and  Local 

Governments,"  Journal  oi  Land  and  Public  Utility  'i^conomics,  (194-6),  22:34^ 

2/  Third  Interim  Report  of  the  Maryland  Tax  Survey  Commission  of  1949j 
December  14,  1950,  page  85. 

2/  F.  E.  Hulse  and  IT.  P.  TJalker,  Rural  Tax  Problems  in  Montgomery  County, 
Maryland,  Published  by  the  University  of  Maryland,  Agricultural  ICxperi- 
ment  Station,  as  Miscellaneous  Publication  No. 100,  (Dec,  1950),  page  9. 
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instance  is  to  assess  for  the  new  value  of  the  property  minus  a  moderate 
rata  for  depreciation.  In  the  case  of  inventories  the  assessment  is  based 
on  cost  or  market  valuation  whichever  is  lower. 

This  procedure  is  not  free  from  difficulties  which  may  contribute 
to  inequitable  assessment  betv/een  business  firms.  Older  firms  are  unable 
often  to  furnish  information  as  to  new  value  and  a  heavily  depreciated  book 
value  is  substituted.  Newer  firms  arp  able  to  provide  information  on  new 
value.  Their  property  is  assessed  at  new  value  less  allowance  for  depreci- 
ation far  less  than  those  in  common  use  by  business.  Such  methods  ignore 
matters  of  obsolesence  and  the  rising  cost  of  new  equipment  which  tend  to 
shift  a  heavier  burden  on  the  new  firm.s. 

Finally,  it  needs  to  be  noted  that  even  with  an  equitable  assess- 
ment of  the  property  of  business  firms  the  property  tax  tends  to  operate 
regressively  as  a  business  tax  because  firms  vary  so  as  to  capital  turnover 
or  sales  divided  by  capital.  This  makes  the  tax  burden  relative  to  gross 
earning  lower  on  the  high  turnover  firms  and  higher  on  the  low  capital  turn- 
over firms. 

The  real  estate  tax  is  the  mainstay  of  county  and  local  finances. 
For  most  local  governments  it  is  the  only  tax  they  levy.  Most  experts  in 
public  finance  have  been  recommending  for  some  time  that  state  and  local 
governments  derive  their  revenue  from  separate  sources.  The  main  reasons 
for  such  separation  are  as  follows: 

1,  Due  to  overlapping,  the  respective  governments  are  apt  to  lose 
sight  of  the  total  burden  of  property  tax  on  the  taxpayer. 

2.  I7ith  the  State  and  local  governments  competing  for  the  same  tax 
dollar,  the  local  government  is  left  inadequate  tax  resources  as 
the  State  is  in  a  superior  position  to  get  the  better  of  the 
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competition.  This  has  been  one  of  the  main  reasons  for  the  fiscal 
difficulties  of  local  governments. 

Furthermore,  in  a  period  of  rising  prices  the  assessed  valuation 
tends  to  lag  behind  the  price  level.  Unless  the  tax  rate  is  raised 
substantially,  local  governments  experience  financial  stringency 
in  providing  the  established  level  of  public  services.  The  local- 
ities have  been  relieved  in  Maryland  by  the  sharing  of  the  personal 
income  tax  and  other  taxes  levied  by  the  State  under  legislation 
enacting  recommendations  of  the  Sherbow  Commission, 
3.  Vflien  the  State  is  in  a  position  to  control  the  one  large  tax  source 
available  to  local  jurisdictions,  not  only  does  this  limit  local 
financial  independence  and  also  political  independence. 
The  need  for  the  State  to  withdra^r  from  the  field  of  property  tax- 
ation hag  gained  adherence  steadily.  At  present  the  states  that  le^ry   no 
property  tax  are  Delaware,  Oklahoma  and  Rhode  Island.  For  those  which  still 
levy  a  tax  on  prooerty,  the  relative  importance  of  revenues  from  it  has 
declined  steadilsr.  Fourteen  states  which  taxed  property  in  194-9,  limited 
the  l3\7y  to  special  kinds  of  properties  such  as  public  utilities,  motor 
vehicles;,  investments,  inventories  and  similar  items,  and  levied  no  tax  on 
real  estate, l/ 

In  the  State  of  Maryland,  approximately  30fo   of  tax  receipts  in  192A 
TT'ere  derived  from  the  property  tax,  while  in  1950,  this  tax  contributed  only 
5.6^  to  total  state  tax  receipts.  The  extent  to  ^hich  the  State  of  Maryland 


l7  See  U.  S.  Bureau  of  the  Census,  Sources  of  State  Revenue  of  194-9,  dated 
November  194.9.  States  listed  therein  as  levying  no  tax  on  real  estate 
were  California,  Connecticut,  Illinois,  lora,  Massachusetts,  Biichigan 
New  Jersey,  New  York,  North  Carolina,  Ohio,  South  Carolina,  Tennessee, 
Washington,  and  'Visconsin.  There  may  be  other  states  in  this  same 
category  since  for  some  of  those  listed  there  is  no  designation  of  the 
kinds  of  property  taxes  levied. 
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has  v'ithdrawi  from  this  field  of  taxation  is  demonstrated  even  more  drama- 
tically by  the  decline  of  the  State  property  tax  rate  from  ^>. 30-2/13  in  1924. 
to  the  present  rate  of  1-.06,  In  spite  of  the  fact  that  the  State 
proTDerty  tax  has  declined  both  in  importance  and  effect,  the  difficulties 
inherent  in  the  State's  levying  what  is  essentially  a  local  tax  remains  still. 

Under  a  tax  system  with  the  separation  of  sources  of  revenue  for 
state  and  local  governments  and  with  the  real  estate  tax  relegated  to  the 
exclusive  use  of  the  local  levels  of  government,  the  present  rate  of  the  tax 
might  be  lo'^ered  to  some  extent.  This  should  be  a  welcome  relief  to  a  much 
overburdened  section  of  the  economy.  It  was  pointed  out  sometime  ago  by  one 
of  the  leading  American  economists  that  "there  are  growing  indications  that 
real  estate  has  reached  the  limit  of  its  capacity  to  bear  this  burden  (taxes) 
without  undesirable  social  consequences."!/  More  recently  it  has  been  stated 
that  "the  property  tax  has  deterioriated  in  recent  years,  mainly  because  of 
the  heavy  burden  that  real  and  personal  property  has  had  to  bear. "2/ 

The  property  tax,  furthermore,  is  ill-suited  to  an  economy  like 
ours  which  suffers  from  fluctuations  in  income  and  prices.  Since  a  property 
tax  is  an  overhead  cost  item,  it  weighs  heavily  on  the  taxpayer  in  times  of 
recession.  It  cannot  be  maintained  that  adjustment  will  take  place  through 
revaluation  of  the  base,  for,  even  when  the  property  is  revalued,  its  value 
is  not  reduced  in  the  same  proportion  as  is  the  current  income  of  the  tax- 
payer. 

Besides  these  technical  deficiencies  of  the  real  estate  tax,  not 
only  does  it  fail  to  conform  to  the  norm  of  being  a  levy  on  those  best  able 
to  pay,  it  also  fails  to  conform  to  the  alternative  principle  of  taxing  those 


1/  Clark,  J.  M.,  Economics  of  Planning  Public  Works,  page  121  (1935) 

2/  Harvey  S.  Perloff,  "Fiscal  Policy  at  the  State  and  Local  Levels,"  in 
Postwar  Economic  Problems,  S.  C.  Harris  ed.  (194-3). 
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who  receive  the  benefit  of  the  government  expenditure.  If  it  can  be  said 
about  the  services  of  local  governments  that  the  fire  department  and  police 
department  do  not  give  protection  ^hich  can  be  measured  by  the  amount  of 
property  a  person  oT.ns,  it  can  be  asserted  more  emphatically  that  the  emount 
of  property  a  person  o^ms  offers  no  index  as  to  the  benefits  he  derives  from 
State  services.  This  is  true  particularly  of  the  group  of  expenditures  which 
we  have  classified  as  capital  improvement  expenditures.  The  various  struc- 
tures built  and  acquired  by  the  State,  and  financed  by  loans  serviced  by  the 
real-property  tax,  do  not  even  remotely  benefit  the  real-property  owners  in 
relation  to  the  value  of  their  real  estate  holdings. 

The  use  of  the  real  estate  tax  for  the  purpose  of  paying  the  debt 
has  the  added  disadvantage  that  the  level  of  the  debt  is  artificially  tied 
to  the  value  of  the  taxable  real  property  in  the  State.  Fi/hile  it  maj^  be 
desirable  to  limit,  curtail,  or  even  eliminate  the  State  debt,  the  question 
as  to  hoT^  large  it  should  be,  ought  to  be  decided  on  the  basis  of  the  over- 
all economic  situation  and  not  on  the  value  of  property  alone.  The  importance 
of  value  of  real  property  as  a  source  of  income  has  been  decreasing  in  indus- 
trial economies;  and  other  sources  of  income  have  grown  in  importance.  For 
exaP-ple  in  194-4-s  72^  of  our  national  income  was  made  up  of  wages  and  sala- 
ries, while  net  income  to  proprietors  which  included  both  income  from  use  of 
property  and  services  was  only  155^  of  national  income.  The  remain5.ng  13% 
was  composed  of  interest,  net  rents,  and  net  corporate  profits. l/ 

From  1927  through  194-2  the  value  of  real  estate  in  the  State  of 
Maryland  remained  relatively  stable  at  a  level  of  about  two  and  a  half 
billion  dollars.  Thus  over  a  period  of  fifteen  years  the  value  of  the  base 


1/  Edward  D,  Allen  and  0.  H.  Brownlee,  Economics  of  Public  Finance,  (194.7), 
page  4.15. 
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of  the  real  estate  tax  did  not  change.  Within  this  period,  ho^'ever,  ^e  find 
that  the  total  value  of  bonds  outstanding  varied  over  a  considerable  range. 
The  figure  rose  from  $28,321,880  in  1928  to  !!i)^8, 24.7, 000  in  1938,  and  the 
ratio  of  outstanding  debt  to  total  assessed  valuation  ^.'as  l.O/,.  per  cent  in 
1928,  1.66  per  cent  in  1938,  and  1.75  per  cent  in  1951.  P/inatever  may  be  the 
desirability  of  eliminating  the  debt,  until  this  is  done,  it  is  certainly 
not  advisable  that  a  rising  item  of  expenditure  should  have  its  source  of 
funds  fixed  to  the  tax  base  of  value  of  real  estate  in  view  of  trends  in 
national  income  distribution. 
SUiaiAHY 

The  property  tax  does  not  conform  to  the  modern  standards  of  a  good 
tax:  a.  it  is  regressive;  b.  during  a  period  of  recession  this  tax  bears 
heavily  on  people  T'ith  fluctuating  incomes.  Moreover,  this  tax  is  particu- 
larly undesirable  T;hen  levied  by  the  State  since  real  estate  is  already 
heavily  burdened  with  municipal  and  county  taxes,  which  are  the  main  source 
of  funds  for  these  levels  of  government. 

In  particular,  the  property  tax  is  unsuited  for  the  purpose  of 
financing  the  State's  capital  improvement  program  for  the  following  reasons s 

a.  The  lack  of  correspondence  between  the  receipt  of  the  benefit 
and  the  payment  of  cost  is  particularly  marked  in  the  case  of 
State  capital  improvements  and  ownership  of  property. 

b.  Outlays  for  capital  improvement  are  rising  more  rapidly  than 
is  the  value  of  real  estate  in  the  State  of  Maryland. 
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IV,  THE  DYNAIuICS  OF  ABANDONING  TIE  STATE  PROPERTY  TAX 

If  the  State  real  estate  tax  were  to  be  abandoned,  ".vhat  economic 
consequences  vrould  tend  to  result  from  such  a  change  in  the  taxing  policy  of 
the  State?  This  question  is  answered  in  the  present  chapter.  It  will  deal 
only  with  the  problem  of  change  in  the  tax  structure,  which  is  quite 
different  from  the  establisbJTxent  of  a  tax  system  Y/here  none  formerly  existed. 

All  other  things  being  equal,  the  value  of  a  piece  of  property 
(whether  the  property  is  used  in  mining  coal,  producing  steel,  providing 
parkin^:  space,  or  furnishing  housing  facilities)  is  equal  to  the  value  of  the 
goods  or  services  irhich  the  property  produces.  Since  a  considerable  portion 
of  the  goods  and  services  will  be  produced  in  the  futixre,  it  is  necessary  to 
take  the  tiiae  interval  into  account,  in  estimating  the  present  worth  of  the 
property. 

The  present  worth  of  any  future  good  decreases  the  longer  the 
waiting  period  before  the  good  can  be  obtained.  Three  ob-'/ious  reasons  will 
show  Vifhy  this  is  so.  First,  if  the  goods  viere   immediately  available,  it 
could  be  used  to  satisfy  immediate  wants.  The  fact  that  this  gratification 
must  be  postponed  entails  some  inconvenience  or  cost.  Secondly,  if  the 
money  equivalent  of  the  future  goods  were  immediately  at  hand,  the  funds 
could  be  put  in  the  bank  and  would  earn  interest.  The  foregoing  of  this 
interest  results  in  decreasing  the  present  iforth  of  a  good,  to  be  obtained 
at  some  future  date.  And  thirdly,  the  longer  the  period  of  tine  required  to 
obtain  the  goods,  the  greater  is  the  risk  that  the  future  goods  may  never 
materialize. 

To  illustrate  the  calculations  that  are  made  to  arrive  at  the  pres- 
ent value  of  a  piece  of  property,  the  follovdng  assumptions  have  been  made: 
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(l)  the  rate  of  interest  is  10%,  (2)  the  income  from  the  property  is  -itlOO 
during  the  present  year,  (3)  the  follav/ing  year  the  income  will  also  be  $100, 
(U)  there  vj-ill  be  no  further  income  from  the  property  after  the  second  year. 
The  value  of  the  property  is:   (l)  $100,  this  year's  income,  plus  (2)  $100 
divided  by  1.1,  or  $90.91  for  the  second  year's  income.  The  value  of  the 
prooerty  is  thus  $190,91.  For  the  formula  used  in  computing  these  fifj-ures, 
as  well  as  an  explanation  of  the  formula,  see  page  65  in  the  Appendix. 

If  a  tax  of  $10  per  year  should  be  levied  on  the  property,  then 
the  net  income  would  only  be  $90  per  year.  The  value  of  the  property  vrould 
then  be:   (1)  $90,  this  year's  expected  income,  plus  (2)  $90,  next  year's 
income  divided  by  1.1,  the  sum  of  YJhich  is  f.171.82.  In  this  case,  when  the 
pa^Tiient  of  the  tax  was  anticipated  at  the  time  the  propertj^  v/as  acquired, 
its  collection  places  no  burden  at  all  on  the  taxpayer,  for  the  amount  has 
already  been  taken  into  account  at  the  time  when  the  property  v/as  evaluated. 
It  is  the  ovmer  of  t^.e  property  at  the  time  when  tax  is  imposed,  not  when  it 
is  collected  who,  in  a  certain  sense,  can  be  said  to  be  paying  the  tax. 

The  imposition  of  the  tax  on  real  estate  will  have  no  effect  on 
the  production  of  goods  and  ser'^rices  in  the  communitj^  but  ■'Jill  effect  a 
redistribution  of  income  and  wealth.  The  consequences  of  the  removal  of 
this  tax  is  seen  to  be  just  the  reverse  of  the  imposition  of  the  tax.  The 
value  of  the  property  will  rise  by  an  amount  equal  to  the  discounted  tax 
payments.  Thus,  in  terms  of  the  present  analysis  (assuming  all  other  things 
being  equal),  it  is  simply  a  question  of  vfhat  value  should  be  placed  on  the 
property.  Theoretically,  it  is  a  matter  of  complete  indifference  vrtiether  we 
assume  a  situation  where  the  tax  is  to  be  collected  or  livhether  the  reverse 
is  assumed. 

The  above  example  was  used  to  elucidate  some  of  the  principles. 
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In  practice,  of  covTse ,   the  income  from  the  property  is  never  foreseen  v^ith 
certainty.  The  market  is  rarely  so  perfect  that  a  change  in  charges  induces 
immediately  a  corresponding  change  in  the  market  value  of  the  asset.  It 
remains  true,  nevertheless,  that  there  is  a  tendencj^  for  these  changes  in 
capitalized  value  to  take  place.  The  imposition  of  the  tax,  or  its  removal, 
vxill  cause  changes  to  take  place  in  the  incomes  of  the  property  o'lWiers. 

In  particular,  it  should  be  borne  in  mind  that  the  real  estate  tax 
is  levied  on  structures  as  v.'ell  as  land,  and,  therefore,  this  tax  can  have 
broad  economic  and  social  implications.  The  variations  in  the  tax  rate  may 
affect  the  rate  of  new  construction  activity'-.  If  the  tax  rate  should  reach 
the  point  where  the  returns  to  the  construction  industry  are  markedly  below 
the  returns  in  other  economic  undertakings,  then  nevf  construction  mil  lag. 
The  supply  of  housing  virill  in  turn,  determine  the  extent  to  which  property 
OT.Tiers  can  shift  real  estate  taxes  to  those  who  rent  houses.  Also,  a  tax 
rate  of  large  proportion  may  play  conceivably  an  important  role  in  determin- 
ing whether  to  rent  or  ovm  a  home. 

If  the  property  tax  levied  by  the  State  is  abandoned,  no  economic 
effects  may  be  observable  immediately,  A  reason  for  this,  among  other  things, 
is  that  the  State  tax  is  a  small  r-iart  of  real  estate  expense.  The  ultimate 
consequence  vfould  be  a  rise  in  the  value  of  the  property.  The  renting 
property  oimers  ■'//ould  benefit  by  an  increase  in  net  income.  The  rise  in  the 
value  of  property  vrould  not  materialise,  if  the  le-^rj  rates  of  the  counties 
and  municipalities  v/ere  raised  to  balance  off  the  abandonment  of  the  general 
property  tax  by  the  State, 
SIMiiARY 

The  abandonment  of  the  real  estate  tax  in  Ivlaryland  virill  tend  to 
increase  the  income  of  property  owners  in  the  long  run,  pro"vided  that  the 
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municipalities  and  counties  do  not  correspondingly  increase  their  taxes. 
Should  the  latter  event  occur,  then  the  primary  benefit  of  the  State's  non- 
imposition  of  the  real  estate  tax  will  accrue  to  the  local  pioverninents , 


35 


V.  ALTERNATIVE  SOURCES  OF  FUNDS  FOR  CAPITAL  DIPROVEl^IENTS 

The  two  largest  revenue-jT-elding  taxes  of  the  State  of  Maryland, 
omitting  gasoline  taxes  nliich  are  specifically  allocated  for  highway  con- 
struction and  repair,  are  the  income  tax  and  the  sales  and  use  tax.  While 
the  latter  tax  may  be  said  to  be  in  the  experimental  stage  as  far  as  Maryland 
is  concerned,  as  it  was  put  into  effect  in  19^9,  the  tax  has  been  \videly  used 
in  other  states .  It  can  be  assumed  safely  that  no  unexpected  difficulties 
will  arise  in  connection  vatb  it. 

In  19?1,  |;30,U82,320o96  vras  .collected  from  the  sales  tax,  this 
sum  amounting  to  21o50^  of  the  total  tax  revenue  of  the  State.   See  Table 
2  on  page  36,  The  amount  collected  is  ordinarily  more  than  siifficient  to 
finance  the  capital  improvement  program  of  the  State.  HoYrever,  sales  tax 
collections  are  not  a  surplus  over  State  expenditures,  and  if  any  fraction 
of  these  funds  is  dravm  from  their  present  function,  they  will  have  to  be 
replaced.  The  present  rate  at  -iirhich  the  tsc-z   is  levied  is  2%   of  the  value  of 
each  separate  sale  over  50  cents.  This  rate  could  not  very  easily  be  raised. 
In  fact,  the  le"<;y  v/as  reduced  at  a  special  session  of  the  General  Assembly 
in  November  1950.—   Therefore,  if  the  revenue  of  sales  tax  should  be  real- 
located in  favor  of  the  capital  improvement  program,  some  other  tax  woiald  be 
needed  to  supply  the  funds  removed. 

This  is  not  the  place  to  discuss  the  general  merits  of  the  sales 
tax.  But  to  consider  it  along  v.-ith  the  real  estate  tax,  it  maj^  be  kvorthw'hile 
to  point  out  that  this  tax  is  also  regressive.  It  is  regressive  for  several 
reasons:   (1)  A  larger  proportion  of  the  income  of  lo¥j"  income  groups  is 


l/  At  that  session,  the  1  cent  tax  or.  purchases  from  lli^  to  50^  was  removed 
and  tax  exeriotion  was  extended  bo  a  nuiiber  of  items. 
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spent  on  consumption  items  than  is  that  of  high  income  recipients;  (2)  Of 
the  suns  spent,  a  larger  fraction  of  the  low  income  group  expenditure  is 
spent  on  small  items  for  ■./hich  the  actual  rate  of  taxation  is  frequently 
somewhat  higher  than  two  per  cent.  For  these  reasons ^  the  sales  tax  is  a 
?:orse  offender  than  the  property  tax  as  the  base  of  the  tax  has  less  to  do 
vvith  ability  to  pay  than  does  the  property  tax. 

The  income  tax  of  the  State  of  Maryland  is  a  proportional  tax 
levied  at  the  rate  of  S'i  on  investment  income  and  2%   on  the  remainder  of  net 
taxable  income,  laiile  the  sums  collected  from  the  income  tax  have  fluctuated 
rather  widely  since  its  establishment  by  the  Legislature  in  V)\i2 ,   the  per- 
centage of  total  tax  revenue  represented  by  the  revenue  from  the  income  tax 
has  remained  relatively  constant.   See  Table  2  belov;. 

TABLE  2 

STATE  OF  iiARYLAWD 

IKCaiE  TAX  AND  SALES  TAX  RLCLIPTS 

19U0  -  1951 


jar 


19hG 
I9UI 
1542 
19l;3 
19UU 
19u5 
191l6 
19U7 
19li8 

19u9 
1950 
19?1 


Income 

Tax 

Sales 

Tax 

%  Total 

%  Total 

Receipts 

State  Receipts 

Receipts 

State  Receipts 

;?     7,636,51il.25 

16.77 

6,939A?6.i5 

li;.21 

10,1117,969.09 

20.26 

8,362,8U6.u6 

22.77 

9,Ii26,77U.ll 

20.28 

10.543,601.05 

20.97 

9,673,107.28 

16.68 

14,838,135.69 

21. 9U 

19,390,751.66 

19.10 

•%  23,663,293.36 

23.30 

26,2l6,Ii93.ii5 

22.31 

27,960,532.^5 

23.30 

28,729,981.59 

22.26 

2S,386,692.1ii 

22.00 

32,926^608,118 

23.2ii 

30,U82,320c96 

21e50 

Source:  iteports  of  the  Comptroller  of  the  Treasury,  I9U0  -  195l. 
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In  view  of  the  short  period  of  time  under  observation  and  the  com- 
plexity of  the  problem  under  consideration,  it  is  too  early  tc  hazard  a 
guess  as  to  whether  there  is  an  inherent  tendency  in  the  economy  and  tax 
structure  of  Liaryland  to  yield  such  results  continually  or  vfhether  the  com- 
parati\-e  uniformity  was  purely  coincidental.  The  revenue  from  the  income 
tax  at  present  rates  is  a  part  of  the  cxirrent  budget.  It  does  not  yield  a 
surplus  over  c"arrent  expenditures  sufficient  to  pay  for  the  capital  improve- 
ment program.  Any  portion  of  the  funds  taken  from  their  present  function 
would  have  to  be  replaced.  This  wo'old  have  to  be  done  either  by  raising  the 
present  rate  of  the  income  tax  le'ry  cv   by  finding  some  other  source  for  the 
revenue . 

The  tvvo  difficulties  faced  hj   an  economy  in  the  le^rj   of  an  income 
tax,  and  in  particular  those  faced  by   a  single  state  in  the  national  economy 
in  attempting  tc  le"'A^  a  progressive  income  tax,  are  well  knovm.  Income  taxes 
may  act  as  a  deterrent  to  economic  acti'-rity,  and  it  may  cause  the  flight  of 
the  taxpayer  from  the  jurisdiction  of  the  levy±ng  authority. 

It  is  difficult  to  compare  the  burden  of  the  income  tax  in  the 
State  of  iJaryland  with  the  burden  of  the  income  tax  in  other  states,  because 
only  one  other  state  distinguishes  between  income  derived  from  investment 
and  other  incom.e.  Furthermore,  most  of  the  states  le\'ying  an  income  tax, 
use  a  progressive  rate  cf  taxation.  Even  though  these  states  may  have  sur- 
tax rates  for  the  top  incomes  in  excess  of  the  Maryland  tax  rates  on  invest- 


me 


nt  income,  the  total  ajnount  to  be  paid  as  tax  by  indi^ridual  recipients  of 


high  incomes,  -iv.a.j   be  smaller  in  these  jurisdictions.—' 


1/  The  surtax  rates  are  the  graduated  part  of  income  taxes  v;hich  are  applied 
to  successive  brackets  of  net  income  minus  exemptions,  and  vj-hich  rise 
with  each  bracket.  There  is  also  a  normal  tax  rate  which  is  a  flat  per- 
centage applied  vrithout  graduation  to  net  income  minus ' exemptions , 
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An  additional  factor  i.'hich  must  be  taken  into  account  in  discussing 
an  extension  of  the  income  tax  is  that  at  present  the  Maryland  Constitution 
may  prohibit  the  levy  of  a  progressive  income  tax.-   In  1937 j  the  General 
Assembly  passed  an  amendment  to  pro-'/ide  for  classified,  graduated  and 
progressive  taxes  on  income,  but  this  was  rejected  by  the  voters  in  1938. 

In  any  event,  the  income  tax  should  be  further  investigated  as  to 
the  possibilities  for  raising  its  rate.  The  increased  revenue  to  the  State 
Yiould  have  to  be  weighed  against  the  added  burden  of  the  tax,  and  the  real 
rate  of  the  le^/jr  in  other  states,  not  the  nominal  rate  (which  may  be  quite 
different  as  explained  before)  wo^old  have  to  be  used  to  determine  what  rates 
of  taxation  i:ould  not  be  comparatively  excessive. 

In  considering  alternative  sources  of  funds  to  be  used  to  pay  for 
the  capital  improvement  program  one  sho^old  keep  in  mind  that,  if  the  State 
le'/^-  on  real  estate  were  removed,  the  counties  and  municipalities  would  be 
able  to  increase  the  rate  at  which  thej^  tax  property.  This  increase  in  the 
revenue  of  the  local  jurisdictions  might  possibly  enable  the  State  to  retain 
a  larger  portion  of  the  tax  receipts,  for  example,  from  income  tax,  horse 
racing,  etc,  which  at  present  it  returns  to  these  jurisdictions.  These 
funds  could  be  used  to  pay  for  part  of  the  capital  improvements.  The  amounts 
returned  by  the  State  to  local  authorities  is  given  belo"vx  in  Table  3  • 


1/  Article  1$   of  the  Declaration  of  Rights  provides  that  taxes  m.ust  be 
uniform. 
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TABUL  3 
SHARE  OF  TAX  RECEIPTS  RECEIVED  BY 
GOUNTILS  AID  LIUKICIPALITIL,Sl/ 
I9I1I  -  19^1 


Year  Amount 

19hl  $   1,3^1,228.146 

19h2  1,95U,189.39 

19ii3  537,8lO»35 

19kh  1,7?9,C68.,83 

19h$  i,5&u, 131=36 

l?ii6  3, 38?, 733. 86 

19i47  li,  07  <,6lU.  97 

19b-8  3,a8.7,6$0-U2 

19li9  10. 666,  :i  55-75 

1950  ll,072,U80,k5 

l?5l  111, 597,1^23  e21 


%   Total 

State  Receipts 

2.75 

3.80 

lJi6 

3.87 

3ol3 

5  083 

6„02 

3-lih 

9. .08 

8„58 

10o29 

Source;  Report  of  the  Gomptrcller  of  the  Treasury,  I9UI  -  1951. 

Aside  from  the  sales  tax,  income  taxes,  and  taxes  levied  on  motor 

vehicles,  there  are  several  additional  sources  ox  revenue.  These  are  listed 

below  in  Table  U  in  order  of  magnitude, 

TABLE,  h 

STATE  OF  MARYLAND 

YIEIH  OF  MINOR  TAXES  IN  19^1 


Source  Amount 

Alcoholic  Beverage  Excise  Taxes  |    6,990,2l.t2,08 

Tax  on  horse  racing  and  wages  lj.,721,030aUl 

Special  Corporation  Taxes  14,266, 7L!li  .80 

Tax  on  Insurance  rremiums  [i,3l6,556-.OU 

Inlieritance  Taxes  2,978,527 .JU 

Other  Taxes  Iik^.h2f2h^ 


%   Total 

of  State  Receipts 

U.93 

3o33 

3-01 

3.05 

2.10 

ln52 

Total  Minor  Taxes     $   25,131  j063.6ii  17o73 

Source:  iionthly  Report  of  Controller  of  the  Treasury,  June  30,195l. 

1/  Gasoline  Taxes  and  Motor  Vehicle  Revenue  are  not  included  herein,  but 
fees  in  lieu  of  personal  property  are. 
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The  revenue  from  any  one  of  the  six  sources^  except  for  the 
alcoholic  beverage  excise  taxes,  does  not  yield  as  large  a  sum  as  the  real 
estate  ta:c  did  before  1939,  as  can  be  seen  by  comparing  Table  It  with  Table  9 
of  the  Appendix.  The  amount  of  revenue  derived  from  each  of  these  taxes  has 
increased  relative  to  the  revenue  obtained  from  the  property  tax  since  I9U0. 
None  of  these  taxes,  hovrever,  seems  to  have  any  special  merits  for  the 
piirpose  of  financing  the  capital  improvement  program. 

The  principle  of  having  the  funds  for  the  capital  improvement 
program  dravm  from  a  single  source  of  revenue  can  be  questioned.  There  does 
not  seem  to  be  any  apparent  reason  for  not  raising  the  funds  for  servicing 
the  loajis  to  finance  capital  improvements  from  taxes  other  than  the 
property  tax  levied  by  the  State.  The  advantage  in  not  having  the  revenue 
of  one  special  tax  devoted  to  capital  improvements  but  having  the  money  come 
from  any  available  soiirce  is  that  in  this  way  the  integration  of  the  capital 
improvement  expenditures  with  the  rest  of  the  fiscal  program  of  the  State 
can  be  m-ore  easily  arranged, 
SIMfARY 

Of  the  two  largest  revenue-yielding  taxes  of  the  State  -  the 
income  tax  and  the  sales  and  use  tax  -  the  income  tax  appears  more  favorably 
as  the  one  which  might  be  raised  in  order  to  finance  capital  improvements. 
The  possibility  of  raising  the  rate,  however,  requires  thorough  investigation, 

A  Constitutional  amendment  to  permit  greater  flexibility  in 
servicing  the  debt  of  the  State  may  be  needed  and  desirable  as  no  specific 
tax  seems  pecularily  better  suited  for  financing  capital  improvements  than 
any  other  tax.  Therefore,  the  tax  to  be  used  to  repay  any  particular  loan 
should  be  determined  after  careful  consideration  at  the  time  the  loan  is 
authorized  by  the  General  Assembly. 
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VI.  SELF-LIQUIDATING  CAPITAL  PROJECTS 

A  3 elf -liquidating  public  project  is  one  v/hich  will  yield  suffi- 
cient revenue  to  pay  for  itself.  During  its  useful  life,  enough  funds  are 
collected  frora  people  using  the  facility  to  cover  construction  costs,  in- 
terest payments,  and  operating  expenses.  Such  undertakings  have  become  quite 
popular  because  State  debt-structures  are  not  affected. 

The  usual  procedure  to  obtain  funds  for  a  self -liquidating  project 
is  for  the  administering  authority  to  issue  bonds  for  the  required  funds. 
These  are  secured  by  the  potential  revenue  of  the  project.  There  are  several 
such  facilities  in  I.Iaryland  at  the  present  time.  Among  them  are:  the 
Susquehaana  River  Bridge,  the  Potomac  River  Bridge,  and  the  Chesapeake  Bay 
Ferry  System.  The  Chesapeake  Bay  Bridge,  presently  under  construction,  will 
also  pay  for  itself  through  the  imposition  of  tolls.  In  other  States,  roads 
and  parkvvays  have  been  made  self -liquidating  through  systems  of  tolls. 

In  spite  of  the  fact  that  revenue-producing  facilities  have  many 
financial  advantages,  it  is  important  to  remember  that  the  major  criterion 
for  constrvicting  facilities  should  be  the  need  or  utility  of  the  project. 
A  given  toll  bridge,  which  is  necessary  for  the  economy  and  welfare  of  the 
community,  may  be  self -liquidating.  Yet  this  same  bridge,  were  it  con- 
structed and  no  toll  charged  for  using  it,  would  be  no  less  useful  or 
efficient.  Of  primary  importance  then,  is  the  service  which  the  project 
will  render.  Once  having  determined  the  desirability  of  the  undertaking, 
the  question  of  the  means  of  financing  the  project  must  be  considered.  It 
is  at  this  point  that  the  self -liquidating  possibilities  of  the  facility 
should  be  investigated . 

If  all  State  projects  were  required  to  pass  the  test  of 
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self-liq^uidatiorij  the  result  would  be  most  unfortunate,  \Jhile  there  is  no 
denying  that  some  projects  lend  themselves  to  this  type  of  approachj  there 
are  others  which  do  not.  Some  capital  improvements  render  services  v/hich 
cannot  be  allocated  to  particular  individuals  but  benefit  the  citizens  of 
the  State  as  a  whole.   The  State  House  is  an  example  of  this  type  of 
facility.  It  cannot  be  disputed  that  the  State  House  is  necessary  for  the 
proper  functioning  of  the  government.  Under  the  principle  of  complete 
3  elf -financing  of  all  facilities,  hovifever,  no  State  House  would  be  con- 
structed. 

It  is  apparent,  therefore,  that  self -liquidity  vfill  not  serve  as 
an  effective  criterion  for  determining  v/hether  or  not  a  project  should  be 
■"vUidertaken.  But  even  further  than  this,  self -liquidity  vj'ill  not  even  estab- 
lish the  relative  importance  of  different  projects .  A  hospital  which  could 
not  be  made  to  pay  for  itself  might  be  more  necessary  for  the  welfare  of  the 
citizens  of  a  given  state  than  a  spa  to  exploit  some  nat'oral  mineral  springs 
vjhich  viould  pay  for  itself  in  a  few  years.  Even  those  capital  projects 
which  are  not  so  closely  boijnd  to  ''welfare  services,"  but  are  more  clearly 
coriiiected  vfith  the  economic  development  of  the  State,  cannot  be  judged 
soleij^  on  the  basis  of  direct  financial  renumeration. 

It  is  said  that  the  TVA  returns  dollar  for  dollar  all  the  money 
invested  by  the  Federal  Government  in  this  project.  Even  if  this  v/ere  not 
true,  however,  it  might  nevertheless  be  a  fact  that  the  development  of  the 
Tennessee  Valley  area  raised  the  productivity  and  real  income  of  this  entire 
region,  opened  up  many  private  investment  opportunities,  and  indirectly 
added  to  the  purchasing  power  and  income  of  the  entire  Nation.  Because  of 
these  reasons,  the  project  may  be  considered  necessary,  regardless  of  the 
revenue-producing  features  of  the  plan. 
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From  the  point  of  view  of  the  taxpayers,  self -financing  projects 
are  advantageotis  in  that  they  do  not  aid  to  the  tax  burden.  To  the  extent 
that  the  individual  taxpayer  is  not  the  same  person  employing  the  services 
of  the  facility,  there  is  a  saving  to  the  individual.  VJhile  the  policy  of 
charging  the  users  of  particular  facilities  for  the  services  they  receive  is 
in  most  cases  the  most  equitable  method  of  raisin.g  revenue,  it  does  not 
necessarily  follow  that  this  policy  v^-ill  jrield  the  maximum  social  gain.  It 
is  quite  conceivable  that  a  better  allocation  of  resources  might  result  if 
the  services  vrere   rendered  free. 

The  claim  has  been  made  that  maximum  social  benefit  virould  be 
obtained  from  government-owned  facilities  if  the  s  ervices  were  sold  at 
nominal  prices.  Some  advocates  of  this  policy  maintain,  for  instance,  that 
only  operating  e:q3enses  should  be  covered,  and  other  expenses  should  be  met 
from  tax  re\^enues .  This  point  of  view  is  not  applicable  Y\fhere  the  taxes 
are  to  be  raised  from  real  estate  rather  than  from  progressive  income  taxes. 
Under  these  circumstances,  any  improvement  in  the  allocation  of  resources 
used  for  the  provision  of  government  services  may  be  counterbalanced  by  a 
distortion  in  the  construction  and  housing  industry  due  to  the  burden  of  the 
additional  tax  on  real  estate. 

In  the  case  of  i.iaryland,  where  non-highway  capital  improvements 
are  not  self -liquidating  and  are  paid  for  by  a  tax  on  real  estate,  it  can  be 
advocated  that  a  capital  improvement  which  can  be  made  self -liquidating 
should  be  made  so.  This  would  transfer  the  cost  of  some  of  the  major 
capital  improvements  from  the  property  owners  of  the  State  to  those  directly 
benefiting  from,  the  services  of  the  project.— 

1/  See  Debt  Financing  of  Plant  additions  for  State  Colle  ges  and  Univer- 
sities, by  Robert  Bruce  Stewart  and  Roy  Lyon,  Perdue  University  (I9U8), 
for  a  comprehensive  review  of  the  experience  of  various  state  educa- 
tional institutions  in  the  construction  of  self -liquidating  capital 
improvements . 
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The  criterion  for  a  capital  improvement  project  is  the  necessity 
and  utility  of  the  proposed  facilities.  Self-liquidation  should  be  used 
whenever  possible  as  a  method  of  financing  the  improvement  after  its  use- 
fu]jiess  has  been  established.  Particularly  under  the  existing  tax  structure 
in  the  State  of  Maryland,  projects  should  be  made  self- liquid a ting  wherever 
possible  in  order  to  lighten  the  burden  of  taxation  placed  on  real  estate 
which  is  the  primary  source  of  revenue  for  repayment  of  State  debt. 
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VII.  PAY-AS-YOU-GO  VERSUS  BORRa^ING 

Neither  for  the  individual  nor  for  the  government  is  it  necessary 
to  have  receipts  balance  expenditures  over  short  periods  of  time.  To  take 
an  extreme  example  from  the  life  of  an  individual,  the  lunch  hour  when  the 
money  is  spent  is  not  the  time  during  which  an  equivalent  amount  is  being 
earned . 

Vj'hile  for  most  purposes  it  has  been  found  converiient  to  use  a  year 
as  a  unit  and  to  attempt  to  balance  the  books  at  the  end  of  this  interval, 
there  is  no  economic  reason  for  believing  that  this  period  is  best  for  all 
purposes.  It  is  no  indication  of  financial  difficulties  for  expenditures  to 
exceed  receipts  for  a  week  or  a  month,  if  there  is  an  equal  balance  in  the 
other  direction  in  a  subsequent  or  preceding  week  or  month.  By  the  same 
token  it  may  be  necessary  also  that  expenditures  exceed  receipts  over 
periods  of  years  without  there  being  any  indication  that  the  amounts  spent 
are  beyond  the  means  of  those  spending  them*  This  is  true  in  the  case  of 
the  purchase  of  items  like  a  house  or  an  automobile  by  an  individual,  or  in 
the  case  of  a  singularly  large  capital  improvement  expenditure  on  the  part 
of  the  government.  In  these  instances  the  money  must  either  be  saved  up  in 
advance,  or  it  must  be  borrovred  and  repaid  from  subsequent  revenue. 

llien  the  government  makes  an  expenditure  for  a  capital  improve- 
ment for  which  there  is  not  a  sufficient  surplus  of  current  receipts  over 
expenditures  for  current  ser-vices,  it  is  necessary  to  borrov/  the  money. 
The  Justification  for  this  procedure  is  that  a  capital  improvement  is  an 
item  which  will  be  beneficial  and  useful  over  a  number  of  years.  It  is, 
therefore,  deemed  equitable  that  the  improvement  should  be  paid  for  over 
that  period  of  time  when  the  benefits  of  the  capital  expenditure  are  derived 
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rather  than  raise  the  le-s/y  on  taxpayers  in  the  particular  year  in  which  the 
capital  construction  project  was  decided  upon.  Indeed,  in  the  case  of 
rapidly  grovfing  coimnunities  vfhere  capital  jjnprovement  is  being  made,  which 
is  designed  to  serve  the  needs  of  the  larger  anticipated  community^  the 
expenditure  on  capital  constru.ction  may  increase  the  budget  in  a  given  year 
bjr  a  considerable  percentage.  In  Maryland,  for  exam.ple,  by  borrowing  the 
money  and  setting  the  maximum  period  of  repayment  of  the  debt  at  fifteen 
years  by  constitutional  limitation  tv^ro  purposes  were  accomplished;   (l)  the 
tax  burden  of  anj'"  given  year  vvas  prevented  from  reaching  too  exorbitant  a 
rate,  as  only  paii:  of  the  expense  of  the  capital  improvement  fell  in  any 
given  year;  (2)  the  improvement  v: as  paid  for  during  the  period  in  which  the 
services  vrere  being  derived  from  it.  liliiie  the  exact  improvement  for  which 
the  individual's  taxes  are  paying  may  not  be  yielding  specific  benefits  to 
the  paying  person,  yet  to  the  extent  that  the  community  in  general  is  better 
served,  the  assessment  on  its  members  is  considered  justifiable  by  most 
economists. 

This  kind  of  financing  was  defensible  when  the  capital  improvement 
expenditure  took  place  at  sufficiently  rare  intervals  so  that  one  borrowed 
sum  was  paid  for  before  a  second  debt  vifas  incurred.  However,  at  present, 
with  capital  expenditure  as  much  a  part  of  annual  expenditures  as  any  part 
of  the  budget,  financing  by  borrowing  simply  means  that  the  taxpayer  is 
always  paying  debt-carrying  charges.  Each  year  there  is  a  redemption  of 
some  bonds  and  an  issuance  of  others.  Therefore,  neither  one  of  the  above 
goals  is  to  any  extent  attained.  Vfhile  the  Virhole  of  a  single  capital 
improvement  is  not  paid  for  in  one  year,  the  annual  revenue  requirement, 
made  up  of  the  sum  of  all  the  fractions  of  many  capital  expenditures,  may 
well  amount  to  the  entire  cost  of  a  single  item.  Nor  does  it  have  any 
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meaning  to  say  that  the  iraprovement  is  being  paid  for  during  the  time  in 
■'jj'hich  it  is  rendering  services  since,  due  to  the  overlapping  of  the  time  for 
repayment  of  the  various  debts,  the  annual  charge  for  capital  improvements 
is  not  lessened.  Under  these  circumstances  all  that  the  policy  of  borrowing 
for  capital  expenditure  means  is  that  the  taxpayers  of  the  State  have  to  pay 
the  interest  on  the  debt  in  addition  to  the  construction  expenses. 

Theoretically,  the  problem  of  govern:aental  borrov\ring  for  capital 
improvements  is  analogous  to  the  problem  vfhich  an  individual  is  faced  with 
in  deciding  how  to  distribute  his  income  over  time.  These  governmental 
services  that  should  be  classified  as  consumption  goods  must  pass  the  test 
of  whether  having  the  services  of  these  capital  goods  in  the  present  instead 
of  waiting  for  them  is  worth  the  added  cost  in  terms  of  the  rate  of  interest. 
For  the  capital  equipment  which  does  not  produce  consumption  goods  directly 
but  enhances  the  productivity  of  the  community,  one  test  is  whether  the 
incx^eases  in  the  prcduction  is  sufficient  to  pay  the  interest  on  the  loan. 

The  additional  burden  which  the  borroiving  of  funds  places  on  the 
taxpayer  is  not  a  negligible  item,  .lith  a  rate  of  interest  at  h%   per  annum 
and  the  debt  to  be  repaid  in  equal  annual  installments  over  a  period  of  1^ 
years,  the  sum  of  the  payments  for  interest  will  amount  at  the  end  of  the 
interval  in  question  to  more  than  one-third  of  the  amount  originally 
borrowed.  If  for  example  the  sum  borrowed  i.'ere  .ji51,000  at  a  rate  of  interest 
of  h%   per  year,  15  annual  installments  of  about  -S?'?^  will  completely  pay 
interest  and  principal  of  the  debt,   (see  Table  5  on  following  page)   The 
sum  of  the  interest  payments  in  this  case  amounts  to  ^|i3h9.07.  Of  course,  if 
annual  payments  are  not  made  equal,  the  cost  of  borrowing  will  be  smaller  or 
larger  depending  on  whether  the  payments  in  the  early  years  are  increased  or 
decreased,  respectively. 
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TABIE  5 
THEORETICAL  DEBT  REPATi'lENT  SCEEDULE 

(Showing  repayment  of  i^pl^OOO  at  h%   Interest,  repaid  over  1^  Years) 


Interest 

•i;>  liO.OO 
38.00 
35.92 
33.76 
31.52 
29.18 
26.75 
2i|.22 

21.59 
13.86 
16.01 
13.05 

9.98 

6.78 

3.U5 

$3ii9.07     Total 


vP 


Principal  Balance  of  Loan 

k9.9^  ^   950.05 

51.95  898.10 

51^.03  8iiU.07 

56.19  787.83 
58.U3  729. U5 
60.77  668.68 

63.20  605. U8 
65.73  539.75 
68.36  Ii71.39 
71.09  iiOO,30 
73o9h  326.36 
76.90  2li9.ii6 
79.97  169. Ii9 
83.17  86.32 
86.32  0.00 

Final  Payment   89.77 


The  monetary  saving  of  a  pay-as-you-go  plan  for  financing  capital 
improvements  m.ust  be  vreighed  against  the  rigidities  which  this  will 
introduce  in  the  timing  of  the  expenditures.  If  the  State  government  should 
accumulate  a  surplus  in  times  of  prosperity  and  spend  this  money  during 
period  of  ijnder employment ^  then  the  savings  of  the  pay-as-jTOU-go  plan  would 
be  sufficient  to  vifarrant  its  adoption.  If  no  surplus  is  accumulated,  how- 
ever, during  periods  of  full  employment,  the  refusal  to  incur  debt  for 
capital  improvement  financing  will  mean  that  in  a  recession,  expenditures  of 
the  State  would  be  curtailed. 

As  pointed  out  in  Chapter  II,  a  major  element  in  the  timing  of 
public  expenditures  should  be  the  cyclical  phase  of  the  economy.  A  policy 
which  does  not  time  public  expenditures  so  that  they  will  counteract,  but 
which  tends  to  aggravate,  cj^'clical  fluctuations  is  poorly  suited  to  our 
economy.  Past  experience  indicates  a  hesitancy  on  the  part  of  State 
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o:?l"icials  to  accumulate  a  surplus  in  the  Treasury  except  v/hen  forced  to  do 
so  by  the  exigencies  of  war  finance.  The  advisability  of  adopting  a  pay-as- 
you-go  program  is,  however,  contingent  on  the  adoption  by  the  State  of  a 
policy  of  accumulating  a  surplus  in  periods  of  prosperity. 

In  the  19U5  revision  of  the  Capital  Improvement  Program  for  Mary- 
land, the  State  Planning  Commission  suggested  a  plan  for  putting  the  capital 
expenditures  of  the  State  on  a  pay-as-you-go  basis .  On  the  basis  of  the 
construction  needs  of  the  State,  the  cost  of  this  construction  in  terms  of 
the  price  level  current  in  19^45^  and  the  surplus  existing  in  the  Treasury  at 
that  tine,  it  v/as  believed  that  Virithin  a  period  of  l5  years  the  public  works 
construction  program  of  Maryland  could  be  financed  from  general  fund 
appi-opriations  of  current  revenij.e.  This  would  not  increase  the  taxpayer's 
burden  during  the  1^  years  and  vfouid  have  resulted  in  the  complete  elimina- 
tion of  the  State  debt. 

Again  in  the  19^9  revision  of  the  Capital  Improvement  Program,  use 
of  surplus  funds  for  financing  most  of  the  19U9  capital  improvements  was 
suggested,  as  a  substantial  beginning  toward  a  complete  pay-as -j-ou- go  policy 
and  the  e'rentual  elimination  of  the  State  debt.  The  surplus  at  that  time 
was  s?23,li98,755  and  the  Commission's  recommended  capital  improvement  program 
was  Ji)31,176,969.  However,  the  General  Assembly  increased  the  program  to 
ii39,912,300  of  v;hich  ^^23,539,300  was  appropriated  from  General  Funds.  In 
addition,  the  Assembly  authorized  the  issuance  of  $70,000,000  of  State  loans 
for  public  school  construction  throughout  the  State,  making  a  total  of 
$86,723,000  of  capital  improvement  bonds  authorized  in  I9U9.  In  1950, 
$6,672,700  of  bonds  were  authorized,  and  an  additional  authorization  of 
t^22,005,000  in  bonds  occurred  in  19^1.  Thus,  the  possibility  of  immediately 
placing  the  capital  improvement  program  on  a  pay-as-you-go  basis,  and  paying 
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off  the  entire  State  debt  in  the  near  future ,  disappeared. 

Once  the  debt  has  been;viped  out,  the  savings  in  the  pajonent  of 
the  service  charges  on  the  debt,  plus  an  appropriation  from  the  general  fund, 
should  be  able  to  take  care  of  the  expenses  of  the  capital  improvement 
program.  The  difficult  part  of  achieving  such  a  goal  as  this,  is  the 
elimination  of  the  debt.  If  the  expenditures  on  construction  vrere  staggered 
instead  of  being  branched ,  they  v/ould  be  within  reach  of  the  current  annual 
budget.  Specifically,  we  can  point  to  the  ^70,000,000  which  is  being  spent 
on  public  schools.  If  the  schools  had  not  been  neglected  by  the  lack  of  new 
construction  for  over  20  years,  no  such  large  sum  would  have  been  necessary 
to  fill  the  needs  of  the  school  system.  Suitable  annual  expenditures  would 
have  been  within  the  reach  of  annual  revenue. 
SIMIARY 

At  the  present  time,  with  the  absence  of  a  large  surplus  in  the 
State  Treasury,  there  is  no  possibility  of  immediately  placing  the  capital 
improvement  program  on  a  pay-as-you-go  basis  and  eliminating  the  State  debt. 
Certainljr,  the  State  cannot  neglect  all  capital  construction  and  devote  its 
funds  to  paying  off  the  large  debt  already  incurred.  If  this  were  attenpted, 
the  neglect  of  the  years  necessary  to  pay  off  the  debt  woiild  place  the  State 
in  the  position  of  requiring  tremendous  capital  construction  expenditures 
which  T/ould  agaxn  plunge  it  into  a  large  debt. 

However,  the  pay-as-you-go  method  of  financing  capital  improve- 
ments should  not  be  ignored  by  the  State  because  of  the  difficulty  of 
beginning  it  at  this  time.  It  should  be  adopted  as  a  long-range  policy  and 
begun  gradually  by  applying  as  much  of  current  revenues  to  capital  improve- 
ments as  possible,  with  a  view  toward  increasing  the  am.ouiits  each  year. 
Vj'hile  this  poses  some  problems  in  terms  of  the  State's  budget,  unless  such  a 
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program  is  begun  at  once,  even  on  a  very  small  scale ,  the  increase  in  the 
size  in  the  debt  will  make  future  installation  of  such  a  policy  almost 
iiiipossible. 
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VIII ,  RECOK.IENDATIONS 

¥e  should  like  to  suggest  that  the  following  be  taken  under  con- 
sideration for  immediate  application. 

The  fiscal  reports  of  the  State  of  Maryland  should  be  modified  so 
as  to  shov;  capital  outlay  as  a  separate  item.  This  does  not  necessitate  any 
serious  changes  in  the  present  method  of  keeping  the  State  acco-'ants.  As  a 
matter  of  fact  the  simplest  way  to  put  this  suggestion  into  effect  might  be 
to  add  another  table  to  the  fiscal  reports  vjhich  v«ould  list  the  capital 
improvement  expenditures.  However,  the  preparation  of  this  table  is 
probably  not  a  routine  matter  and  many  items  will  have  to  be  carefully 
vreighed  for  inclusion.  The  advantage  of  having  a  clear  statement  of  the 
part  of  the  State  expenditures  made  for  capital  improvement,  and  the  items 
for  which  these  expenditures  were  made,  virould  clearly  be  worth  any  effort 
and  expense  which  constructing  such  a  table  v;ould  entail. 

The  second  change  suggested  involves  a  more  serious  innovation  in 
the  financial  policy  of  the  State  of  Maryland .  For  the  following  reasons 
it  is  believed  that  the  State  should  abandon  the  property  tax  as  a  source  of 
fun.ds  for  financing  the  debt: 

1.  The  tax  does  not  conform  to  the  m.odern  standards  of  a  good 
State  tax  because: 

a.  It  is  regressive; 

b.  During  a  period  of  recession,  it  bears  heavily  on 
people  with  fluctuating  incom.es  j  and 

c.  Real  estate  is  already  heavily  burdened  v.'-ith  municipal 
and  county  taxes  which  are  the  main  source  of  funds 
for  these  levels  of  government;  and 

d.  The  State  and  local  governments  should  derive  their 
revenue  from  separate  sources. 

2.  The  tax  is  particularly  unsuited  for  the  purpose  of  financing 
the  capital  improvement  program  because: 
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a.  The  lack  of  correspondence  between  the  receipt  of  the 
benefit  and  payment  of  cost  is  particularly  marked  in 
the  case  of  capital  improvements  of  the  State  and  ovmer- 
ship  of  property;  and 

b.  The  need  for  capital  improvement  outlays  is  rising 
more  rapidly  than  is  the  value  of  real  estate  in  the 
State  of  iJaryland. 

For  the  above  reasons,  we  recommend  that  the  State  finance  the 
debt  from  its  other  sources  of  revenue  and  cease  levying  a  property  tax. 
At  the  same  time,  the  State  should  retain  the  option  of  reimposing  the  tax 
should  the  financial  situation  change  drastically  and  make  impossible  the 
financing  of  capital  improvements  from  other  sources  ,  Retaining  this 
option  would  offer  greater  security  in  the  sale  of  bonds  for  capital  improve- 
ment financing.  , 

VJe  recognize  that  the  State  is  limited  in  the  other  sources  which 
might  be  used  for  financing  capital  improvements.  However,  from  an  analysis 
of  the  various  taxes  now  imposed,  an  increase  of  the  income  tax  appears  to 
be  the  most  likely  source  for  additional  revenue.  V/e  should  like  to 
emphasize  that  the  possibility  of  extending  this  tax  needs  thorough  investi- 
gation. Moreover,  it  is  recognized  that  a  considerable  obstacle  may  exist 
in  the  form  of  constitutional  prohibition  against  a  progressive  income  tax, 
and  if  the  decision  is  reached  to  install  one,  another  attempt  to  obtain  a 
constitutional  amendment  may  be  required. 

In  recommending  the  abandonment  of  the  property  tax,  cognizance 
has  been  taken  of  several  recent  reports  recommending  its  retention.  Most 
of  these  reports  have  expressed  a  natural  reluctance  to  make  any  serious 
revision  in  the  State's  tax  structure,  particularly  in  view  of  the  present 
economic  situation,  highlighted  by  extremely  high  costs  and  an  uncertain 
future.  However,  such  an  argument  could  well  have  been  advanced  at  many 
other  points  in  the  State's  history  and  represents  a  comjuon  reaction  to 
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proposals  for  anv  basic  changes . 

A  more  important  argument  advanced  lately  by  the  Maryland  Tax 
Survey  Commission  of  19h9   is  that  the  State  property  tax  should  not  be 
abolished  because  of  the  need  for  uniformity  of  assessments  among  all  of 
the  State's  subdivisions.  Aside  from  the  desirability  of  assuring  equitable 
treatment  to  all  taxpayers  in  the  State ,  the  State  Government  iias  a 
particular  need  for  such  uniformity  because  the  distribution  of  school  aid 
and  welfare  grants  is  based  on  property  assessments.  Fair  distribution  of 
such  aid  among  the  various  localities  depends ^  of  course,  upon  a  uniform  and 
equal  valuation  procedure. 

There  is  no  reason,  however,  v/hy  the  State  cannot  and  should  not 
continue  to  supervise  and  control  valuations  for  purposes  of  assuring  such 
uniformity,  even  though  it  no  longer  imposes  a  property  tax,  or  if  a 
different  basis  for  school  aid  and  welfare  grants  is  adopted.  At  the  same 
time,  v;e  can  also  question  the  use  of  the  local  property  tax  as  the  proper 
method  of  determining  the  amo^ont  of  State  aid  to  schools  and  welfare,  regard- 
less of  x,he  existence  of  a  iiniform  valuation  method.  As  was  pointed  out  in 
Chapter  III,  property  has  declined  in  importance  as  a  measure  of  wealth. 
It  was  for  this  reason  that  the  i.Iarj'^land  Commission  on  the  Distribution  of 
Tax  Revenues  of  19ii6  recommended,  in  the  case  of  schools,  that  the  method  of 
financing  education  in  liarj^land  should  be  restudied.i' 

\ie   would  also  recommend,  v.lthout  commitment  as  regards  individual 
projects,  that  the  self -liquidation  of  capital  improvement  projects  be 
adopted  vihere  feasible,  .je  recognize  the  impossibility  of  making  this  a 


1/  Report  of  the  liaryland  Commission  on  the  Distribution  of  Tax  Revenues, 
September  30,  19hS,   page  97. 
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general  rule:  first,  because  many  worth-while  projects  cannot  be  financed 
in  this  manner;  second,  in  some  cases ,  even  though  it  would  be  possible  to 
have  the  project  pay  for  itself,  such  a  policy  vvould  prevent  the  wide 
distribution  of  the  services  that  is  desired.  Nevertheless,  we  should  like 
tc  emphasize  that,  since  the  debt  is  now  serviced  almost  exclusively  from 
the  property  tax,  the  self -financing  of  those  projects  which  can  be  made  to 
pay  for  themselves  -".rould  ease  the  burden  on  certain  strained  sections  of  the 
economy. 

For  consideration  as  a  long-range  goal  we  should  like  to  propose 
the  placing  of  the  capital  improvement  program  on  a  pay-as-you-go  basis. 
Because  of  the  present  level  of  the  State  debt  and  the  impossibility  of 
going  any  considerable  period  of  time  v/ithout  capital  improvements,  it  is 
net  possible  to  begin  such  a  policy  except  on  a  very  limited  basis. 
Howe^'sr,  because  v:e  believe  that  the  benefits  gained  from  borrowing  in 
anticipation  of  revenue  to  make  capital  improvements  belong  to  a  past  period 
in  liaryland  history;  and  because  the  monetary  gains  of  the  pay-as-you-go 
system  over  borro^^ing  are  unequivocally  clear  and  large,  we  suggest  that  one 
of  the  major  goals  of  long-range  financial  planning  of  the  State  of  Liaryland 
be  the  elimination  of  State  debt  and  placing  the  capital  improvement  program 
on  a  pay-as-you-go  basis . 


A  F  P  E  K  D   I  G  E  S 
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TABLE  6 
STATE  OF  MARYLAND  , 

TOTAL  BOiNlDS  OUTSTAiOINGi/ 
192li  -  1951 


Fiscal 
Year  Amo\mt 

192i|  $  3U, 2^7,881 

1925  3U, 358, 881 

1926  33.578,881 

1927  32,375,881 

1928  28,321,830 

1929  30,lli9,000 

1930  32,975,000 

1931  31,917.000 

1932  35:)4l2,000 

1933  Uo, 300, 000 
193ii  U3, 63  7, 000 

1935  U5, 708, 000 

1936  U5, 125, 000 

1937  U6,hl2,000 

1938  U8,2u7,00O 

1939  U6, 163, 000 
19uO  liU,l66,000 
19iil  U0,197,000 
19U2  36,359,000 
19U3  33,619,000 
19UU  29,U68,000 
19U5  25,098,000 
19U6  20,902,000 
19u7  16,895,000 
19u8  22,73li,000 
I9I49  25,6U9,000 

1950  32,8U6,000 

1951  72,898,000 


Sotur-ce:  Reports  of  the  Comptroller  of  the  Treasviry,  192U  -  1950. 
The  figure  for  1951  was  obtained  from  the  Comptroller's 
balance  sheet  for  June  30,  1951. 

1/      Exclusive  of  issues  of  revenue  bonds  for  roads  and  bridges. 
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TABLE  7 
STATE  OF  I.IARYLA1© 
TOTAL  CAPITAL  OUTLAyV 
1922  -  1950 


(See  explanation  of  figures  on  following  page) 


Fiscal 

Published 

Year 

By  Census 

Ended 

Bureau  As 

9/30/22 

1922 

9/30/23 

1923 

9/30/2U 

1921; 

9/30/25 

1925 

9/30/26 

1926 

9/30/27 

1927 

9/30/28 

1928 

9/30/29 

1929 

9/30/30 

1930 

9/30/31 

1931 

9/3C/32 

1932  , 

9/30/33 

1933V 

9/30/3U 

193U1/ 

9/30/35 

1935±/ 

9/30/36 

19361/ 

9/30/37 

1937 

9/30/38 

1938 

9/30/39 

1939 

9/30/lj.O 

I9U0  ^ 

9/30/I;l 

19U22/ 

9/3 0/U2 

I9U3 

6/30/uU 

19i4li 

6/30/U5 

19h5 

6/30/U6 

19U6 

6/30/L7 

19U7 

6/30/1x8 

19U8 

6/30/U9 

19U9 

6/30/50 

1950 

Highways 

3,852,000 
5,837,000 
U,Ul8,000 
5,1x99,000 
3,579,000 
3,898,000 
6,556,000 
7,268,000 
10,808,000 
8,1x76,000 


6,651,000 
6,707,000 

11,818,000 
7,937,000 
1,161,000 
6,838,000 
Ix,  052, 000 

5,059,000 
9,527,000 

12,1x38,000 
23,231,000 
31,686,000 


Other 

528,000 
1,315,000 
1,059,000 
671,000 
752,000 
1,236,000 
2,963,000 
1,225,000 
2,l8k,000 
2,017,000 


575,000 

2,11x5,000 

2,719,000 

1,21x0,000 

1,150,000 

1x05,000 

509,000 

866,000 

1,852,000 

6,565,000 

10,01x3,000 
10,272,000 


Total    : 

lx,330,000 
7,152,000 
5,1x77,000 
6,170,000 
Ix, 331, 000 

5,i3li,ooo 
9,519,000 

8,1x93,000 

12,981,000 

10,1x93,000 

11,1x93,000 

13,053,182 

11,121,230 

11,779,777 

8,97ix,931 

7,226,000 

8,352,000 

11,503,000 

ll.,537,000 

9,177,000 

2,311,000 

7,21x3,000 

Ix,  561, 000 

5,927,000 

11,379,000 

19,003,000 

33,32lx,000 

1x1,958,000 


Source:     U.S.  Bureau  of  the  Census,  Suamary  of  State  Finances,   except  for 
the  years  1933-36.     For  these  years,  the  source  is  explained  in 
footnote  1/ 

1/  The  figures  for  these  years  are  derived  from  an  unpublished  report 

~  of  the  Haryland  State  Planning  Commission,  Public  i/orks  Expenditiires 

by  the  State,  Counties  and  Baltimore  City  during  192lx  to  1938,  in- 
clusive, dated  January,   19lxl.     For  an  explanation  of  the  difference 
between  these  figures  and  the  figures   of  the  Bureau  of  the  Census, 
see  Explanation  of  Figures   on  page  ^^, 

(See  Footnote  2  on  follovfing  page) 
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2j     For  I9U2  and  subsequent  years,  Census  publications  on  State  finances 
have  related  to  State  fiscal  years  ending  in  the  12  months  preceding 
June  30  of  the  year  specified.  Thus  from  19ii2  -ontil  I9UI1,  when  the 
fiscal  year  ending  of  iiaryland  was  changed  to  Jime  30,  data  published 
by  the  Bureau  of  Census  were  for  fiscal  years  ending  September  30  of 
the  calendar  year  preceding  the  year  specified.   Prior  to  191+2,  Census 
data  were  for  State  fiscal  years  ending  in  the  calendar  year  specified, 
O^.Ting  to  the  shift  in  period  covered  in  19l|2,  Maryland  data  for  the  year 
ending  September  30,  191:1  were  published  as  I9UI  data  in  the  19I1I  report 
on  State  finances  and  again  as  I9U2  data  in  the  19u2  report.  To  achieve 
comparability  as  to  fiscal  period  with  present  practice,  published 
Census  figures  for  Maryland  for  19U1  and  prior  years  should  be  shifted 
forv/ard  one  year,  e.g.,  published  "1939"  figures  should  be  read  "19iiO" 
etc. 
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Explanation  of  figures  in  Table  7 

The  figures  for  capital  outlay  for  the  State  of  Maryland  are 

derived  from  a  series  published  by  the  U.S.  Bureau  of  the  Census,  except  for 

the  foijir  years  1933  through  193^,  during  which  time  no  such  figur*es  are 

available.  For  the  purposes  of  its  series  of  reports,  the  Bureau  of  the 

Census  has  defined  capital  outlay  as  follows: 

"Capital  outlay  is  expenditure  -  including  that  financed  from 
borrowed  monej--  -  for  p^orchase  or  construction  of  fixed  assets 
(land,  buildings,  permanent  improvements,  and  durable  eqiiip- 
ment)  including  additions,  replacements,  and  major  alter- 
nations. Expenditure  for  repairs  to  fixed  assets  is  classified 
as  operation  expendit^ore  rather  than  capital  outlay.  However, 
if  amounts  for  repair  cannot  readily  be  segregated  from,  capital 
outlay  (e.g.  under  'repairs  and  replacements,'  'repairs  and 
alterations,'  etc.)  the  entire  araoxint  is  classified  as  capital 
outlay." 

This  definition  is  more  restrictive  than  that  set  forth  in  the  preface.  How- 
ever, since  statistics  based  on  the  more  inclusive  definition  are  not  avail- 
able, we  have  based  this  part  of  our  study  about  capital  outlay  on  the  Census 
figures,  evea  though  they  are  not  precisely  vfhat  is  desired. 

For  the  years  which  are  lacking  in  the  Census  series,  we  have  used 
figures  compiled  by  the  Maryland  State  Planning  Commission  for  a  study  of 
public  vrorks  expenditures  during  192U  to  1938.  These  figures  are  not 
strictly  comparable  to  those  of  the  Bureau  of  the  Census.  Apart  from  minor 
differences  in  classification,  the  Planrdng  Commission  report,  the  purpose  of 
which  was  to  study  public  works  expenditures  rather  than  capital  improvem.ent, 
gives  the  figures  for  construction  and  maintenance  combined. 


Ch. 

776 

Ch. 

477 

Ch. 

90 

Ch. 

137 

Ch. 

370 

1914- 

Ch. 

267 

Ch. 

791 

1S16 

Ch. 

6G1 
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TABLE  8 

BOKD  AUTHORIZATIONS  OF  STATE  OF  MA-RZLMD 
SERVICED  BY  GEI^^ERAL  PROPERTY  TA}: 
1912  -  1951 

Year           Authority                                        Purpose  Agount 

1912  Ch.       74-9  Building  construction  and  equipment?  ^         4.00,000 

acquisition  of  land;   roads 

Maryland  State  formal  School  600,000 

Refunding  "Consolidated  Loan  1B99"  1,000,000 

Construction  at  Hopkins  applied  science  600,000 

Construction  of  mental  hospitals  800,000 

Roads  3,170,000 
Roads;  Patapsco  River  Bridge;   paving 

Baltimore  6,600,000 

Building  construction  and  equipnent  950,000 
Roads  ■'■'2,700,000;  "luilding  construction 

and  equipment  ''■>300,000  3,000,000 
Ch.       L':.2             A'o-nropriations  already'-  made,   i.e..   to 

^pay  deficit  2,000,000 

'•Uar  Loan  of  1917"  1,000,000 

Har  EsBrgency  1,000,000 

Refunding  "liar  Loan  1917"  1,000,000 

Roads  3,000,000 

Bridges;   protect  Ocean  City  Beach  front  250,000 
Soldiers,   Sailors  and  Marines  Memorial; 

Building  construction  and  equipment  1,500,000 

Roads  3,000,000 

Road  from  Southern  Maryland  to  Baltiraore  1,000,000 

Building  construction  and  equipment  1,750,000 

Roads  and  bridges  3,150,000 

Bonus  for  military  service  9,000,000 

Bridge  over  Susquehanna  700,000 
Roads,  paving  in  Baltimore  Citj^^ 

salDstitution  for  Susquehanna  River 

Bridge  Loan  1922  900,000 

Building  construction  and  equipment  2,4-60,000 

Construction  and  extension  of  roads  .4,500,000 

Pay  indebtedness  of  St.  Johns  College  110,000 
Repairs  and  improvements  on  Hospital  and 

other  building  of  U.   of  I:,    in  Baltimore  75,000 

Improve  facilities  of  ^"ashington  College  100,000 

Science  building  Ifestern  Maryland  College  125,000 

Bridges;   pavin.g  in  Baltimore  City  1,000,000 
Building  construction  and  equipirent; 

acquire  land  A,375,000 
Pay  part  of  cost  of  Fifth  Regiment 

Armory  Plaza  150,000 
Industrial  science  building  at  Morgan 

College  125,000 

Completion  of  Grain  Highway;   roads  2,125,000 


1917 

Ch. 

3 

191C 

Ch. 

284- 

Ch. 

298 

Ch. 

295 

1920 

Ch. 

382 

Ch. 

727 

Ch. 

508 

1922 

on. 

310 

Ch. 

464- 

Ch. 

203 

Ch. 

44.8 

Ch. 

494 

1924 

Ch. 

279 

Ch. 

280 

Ch. 

277 

Ch. 

274 

Ch. 

533 

Ch. 

369 

Ch, 

366 

1927 

Ch. 

47 

Ch. 

345 

Ch. 

633 

Ch. 

666 

Ch. 

454 

'jTear 

A'athorit:/- 

1929 

Ch,   129 
Ch.   263 
Ch.   132 

Ch. 

130 

Ch. 

278 

1931 

Ch. 

24-8 

Ch. 

253 

Ch. 

511 

1933 

Ch. 

311 

Ch. 

254. 

1935 

Ch. 

91 
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TABLE  8     (Continued) 

Construct  bridges;   paving  Baltimore  '?  1,500,000 

Charlotte  Hall  School,  St,  Mary's  County  50,000 

Building  construction  and  ecaiipment; 

acquire  land  "  3,761,000 

Ch.       227  Connect  Philadelphia  Road  and  Village  of 

Edgewood  72,000 

Construct  roads,  pave  Baltimore  1,500,000 

Construct  roads,   pave  Baltimore  4,000,000 

Hijhway  improveiiBnt  2,000,000 

Building  construction  and  equipuent  5,663,000 

Construction  of  canal  500,000 

Building  construction  and  equipirentj 
f-'jnding  accrv.ed  lisMlities  of 

Teachers'   Retirement  Fund  2,523,000 

Baltimore  relief  12,000,000 

(1)  Absorb  deficit;    (2)  Trorking  funds  for 
various  pi.irposes,   (3)  bixilding,  con- 
struction and  equipment?    (4)    some  other 
current  e:qpenditures  8,500,000  1/ 

Ch,         89  Buildiiig  and  construction  and  Teachers' 

Retirement  Fund  855,000 

To  take  care  of  flood  damage  1,500,000 

State  Office  building  loan  1,000,000 

General  Bond  Issue  of  1937, 

Buildings,   construction.  Equipment, 
restoration  of  Highvray  Funds  '53,300,000 
and  Morgan  College   'slOOjCOO  9,052.000 

1939  Ch.       756  (1)   Building,   construction  (2)  acquire 

liorgan  College  or  establish  State 

College  for  negroes   (3)   forestry  4,130,000 

1941  Ch.       854  Btiilding,  construction  and  equipment  2,317,000 

1945  Ch.       747  Building,  construction  and  equipment 

land  purchase  4,625,000 

Ch.       996  Acquiring  and  equipping  nevr  State  Office 

Building  in  Baltimore  2,000,000 

To  erect  armories  560,000 

Constr-action,   etc.  11,695,000 

Construct  armories  560,000 

Improving, equipping,  furnishing  State 

buildings  525,000 


1/  The   inheritance  tax  as  well  as  the  property  ta::  was  authorized  for 
debt  service  of  this  loan. 


1936 

Ch. 

83 

1937 

Ch. 

368 

Ch, 

487 

1947 

Ch. 

624 

Ch, 

694 

194G 

Ch. 

U 

Ch. 

8 
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TABLE    8     (Continmd) 

Year           Authority                                    Purpose  Amount 

1%9  Gh.       277  Building,  construction  and  equipment  1/       $  16,373,000 

Establisla  school  for  colored  l3lind  and 

deaf  at  Ilaryland  School  for  the  Blind  350,000 

Public  school  construction  loans  50,000,000 

Public  school  construction  20,000,000 

1950  Ch.         4-8             Mental  Hospital  Construction  Loan  2,800,000 

General  Construction  Loan  of  1950  3,872,700 

1951  Ch.       4.12             General  Construction  19,005,000 

Equipment,  supplies,  land,  biiildings 

for  Civil  Defense  1,000,000 
Ch.       4-14            Engineering  Building 

Johns  Hopkins  University  2/  1,500,000 
Ch.       626             Building  -  St,  Ilary's  Seminary  Junior 

College  500,000 


Authority 

Gh. 

277 

Ch. 

683 

Ch. 

4.88 

Ch. 

502 

Ch. 

4-8 

Ch. 

109 

Ch. 

^12 

Ch. 

413 

TOTAL  BOND  AUTHORISATIOES  SERVICED  BY  GEl'ERilL  PROPERTY  TAX 

BSWJEEU  1912  AI'D  1951  '*     257,803,700 


1/     Supplementary  Budget  I'o.   2,  Ch,   193  of  the  Acts  of  19^9,  appropriated 
')23, 539,300  in  surplus  funds  for  capital  improvements  at  the  State's 
mental  hospitals  and  tuberculosis  sanitoria. 

2,/    The  Circuit  Court  in  a  friendly  test  Su3t  naled  this  act  unconstitutional 
because  in  violation  cf  Section  34-,    'rticde  3  of  the  Constitution  of 
Maryland.     The  case  x^ill  be  appealed  to  the  Court  of  /ippeals  for  final 
adjudication. 
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TABLE   9 
STATE  OF  MARYLAICI  '  , 

TAX  RilTEo  A2®  LEVIES  ON  REAL  Al-ID  PERSONAL  PROPERTY  kW  SECURITIESi/ 

192U  -  1951 


Real 

and 

Personal 

Property 

Seciirities 

■year 

Rate 

Levy 

Rate 

Levy 

1921; 

.30-  2/13 

$  U, 830, 381; 

.15 

$  U53,288 

1925 

.27-12/35 

5,122,285 

.15 

508, U91 

1926 

.27-12/35 

5,6U7,lh7 

.15 

575,U6ii 

1927 

.27-11/28 

7,3l5,U53 

.15 

655,5lii 

1928 

.25-6I1/IOO 

5,688,609 

.15 

7l;U,338 

1929 

.25-7I4/IOO 

5,983,681 

.15 

890,185 

1930 

.25 

6,059,816 

.15 

889,i;83 

1931 

.25 

6,185,616 

.15 

93l;,7liO 

1932 

.25 

5,989,15U 

.15 

809,lil49 

1933 

.25 

5,822,19a 

.15 

527,778 

193U 

.22 

li, 861. 018 

.15 

51;9, 051 

1935 

.22 

h, 826, 722 

.15 

572,280 

1936 

.22 

li, 876,619 

.15 

618,610 

1937 

.22-  l/Ii 

U,C09,U3U 

.15 

729,352 

1938 

.23-  1/100 

5,313,717 

.15 

872, 3U0 

1939 

.23-35/100 

5,ii52,965 

.15 

833,176 

19I.O 

.23-35/100 

5,692,2114 

19ll 

.23-23/100 

5,917,025 

19ii2 

.lU 

3,767,1;98 

19U3 

.12-75/100 

3,533,911 

19lih 

.12 

3,535,107 

19lb 

12 

3,676,699      ' 

1916 

■1 

2,929,352 

19i47 

.10 

2,91U,26U 

19ii8 

,11-13/100 

3,5^9,573 

19U9 

.11-15/100 

h,127,99U 

1950 

.12-39/100 

1;,  812, 076 

1951 

.06 

2,197,550 

Total 

$  5,283,672 
5,630,776 
6,222,611 
7,970,967 
6,U32,9l;7 
6,873,866 

6,9U9,299 
7,120,356 
6,798,603 
6,3li9,972 
5,UlC,o69 
5,399,002 
5,u95,229 
li, 738,766 
6,186,057 
6,2S6,lla 
5,692,211; 

5,917,025 
3,767,1198 

3,533,911 
3,535,107 
3,676,699 
2,929,352 
2,9lU,26i; 
3,5U9,573 
l;,127,99li 
h, 812, 076 
2,U97,550 


Source:  Reports  of  the  State  Tax  Commission. 

Reports  of  the  Comptroller  of  the  Treasury,  192h-1951. 

1/      The  tax  on  securities  ^iras  repealed  by  the  General  Assembly  in 
1939,  Ch.  277,  Laws  of  Maryland, 


TABLE  10 
STATE  OF  MARYLAND 
ASSESSED  VAUJE  OF  BASE  OF  STATE  LEVY 
192U  -  1951 
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Property  Other 

Year 

Than  Securities 

Securities!' 

192li 

^  1,600,812,723 

$  298,776,007 

1925 

1,869,202,119 

339,082,827 

1926 

2,063,201,692 

Ul7, 6142,682 

1927 

2, 670,669, 5lu 

U38,3ii2,lj.93 

1928 

2,218,61^6,302 

h96,225,559 

1929 

2,297,633,62U 

593,1^56,399 

1930 

2, u23, 926,287 

592,968,619 

1931 

2,5^7,286,039 

623,160,109 

1932 

2,366,517,621 

539,2U5,665 

1933 

2,329,009,557 

352,202,306 

193U 

2,209,553,615 

366, 03U  C2ii 

1935 

2,193,96U,656 

361,520,037 

1936 

2,2l6,61i2,90U 

lil2,U06,506 

1937 

2,25l,5Ii3,039 

i;86. 210-721 

1938 

2,309,338,735 

561,535,987 

1939 

2,335,301,651 

555,l;2u,ii08 

19hO 

2,li37,891,638 

19II 

2,53ii.073,025 

I9U2 

2,691,069,806 

l?ii3 

2.771,69i4,665 

19hh 

2,9i45,939,a58 

19^5 

3  ,.063,931,363 

1916 

2,929,3^2,Ol;C 

19^4? 

2,9lli,26;:,02l; 

I9U8 

3,ie9;C89,7C8 

19^9 

3,702,272,825 

1950 

5,883,038,921 

1951 

1^,162,583,920 

Total 

$  1,899,588,730 
2,206,28U,9U6 
2,U8o,8uU,37U 
3,109,012,007 
2,7lli,o71,86l 

2,891,095,023 
3,Ol6,91ii,906 
3,170,hli6,ii|8 
2,926,063,1486 
2,681,211,873 
2,575,587,639 
2,575,U8U,693 
2,629,Oii9,UlO 
2,737,753,810 
2,890,87U,722 
2,890,726,059 
2, h3 7, 691, 638 
2,53U,073,C25 
2,691.069,606 
2,771^6914,665 
2,9^5,939,1458 
3,063,931,363 
2, 929,352, OUO 
2,9llj,26l4,02l4 
3,169,089,708 
3,702,272,825 
3,883,838,921 
1,162,583,920 


Source:     Reports   cf  the  Comptroller  of  the  Treasury,  192l4-195la 

1/  The  tax  on  securities  was  repealed  by  the  General  Assembly  in  1939, 

Ch.   277,  Laws  of  Maryland. 
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FORliULA  USED  TO  DETERMINE  VALUE  OF  PROPERTY 

In  order  to  calculate  the  present  value  of  an  asset,  three 
quantities  must  be  known.  They  are;   (l)  the  expected  future  income  from 
the  asset;  (2)  the  rate  of  interest;  and  (3)  the  niomber  of  years  that 
income  will  be  obtained  from  the  asset. 

The  equation  for  finding  the  current  value  of  an  asset  is  the 
following: 

X  =  I„  -J-  I-,   •!■  lo    + *  lu 


(Hi)   (Ui)2  (l-tir 

¥here  x  is  the  current  value  of  the  asset 

I  is  the  present  year's  expected  income 

I,  is  the  next  year's  expected  income 

i  is  the  rate  of  interest 

u  is  the  number  of  years 

Let  us  assiane  that  the  rate  of  interest  is  10%,  the  present  year's 
incone  is  tSlOO,  the  follovang  year's  income  is  $100,  and  the  third  year's 
income  is  t;;90,  and  no  further  income  thereafter.  The  equation  would  work 
out  as  follows: 

X  =  j>100  *  (iJilOO   -v  890    =  41-100  *  $100  *   &90   » 
(1*,1)   (l-:-,l)2  (1.1)    (1.1)2 

;ia00  ■{■  $90.91  *  $90   =  $190.91  *  7ii.38 
1.21 

The  present  worth  of  the  asset  under  these  conditions  is  $265.29© 


':  ■  .  ..  '>  i 
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